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ABSTRACT 
The general theme of t h i s thesis i s that economic 
integr a t i o n i n the case of developing countries ought to 
be conceived as a strategy f o r economic development, rather 
than as a t a r i f f issue. Considering that developing countries 
are s t i l l i n the process of r e a l i s i n g t h e i r economic p o t e n t i a l , 
they can benefit from the dynamic ef f e c t s of i n t e g r a t i o n . 
I t i s argued that economic integ r a t i o n among such countries 
i s marked with uncertainty<. I t s success hinges to a large 
extent on the a b i l i t y of the integrating countries to adopt 
an " a l l o c a t i v e " approach which simultaneously avoids the 
occurance of crises i n the d i s t r i b u t i o n of benefits and costs 
of integration and ensures the coordination of investment and 
production programmes to take advantage of the enlarged market„ 
The " a l l o c a t i v e " approach aims i n i t i a l l y at p a r t i a l integration 
as i t concentrates on the sector or industry where integration 
can be most e f f e c t i v e . A f t e r some gains are realised, integra-
t i o n could be extended gradually to include other sectors. 
This framework i s discussed i n the context of the Arab Middle 
East countries, and an approach and a strategy f o r i n d u s t r i a l 
i n t e g r a t i o n among these countries are suggested. 
The study comprises two parts. In Part I , an attempt i s 
made to develop a t h e o r e t i c a l framework f o r the study of 
economic integ r a t i o n among developing countries. I t s t a r t s 
by examining i n Chapter One the theory of economic integration 
- x i -
and i t s relevance to developing countries, and then i n 
Chapter Two develops an operational methodology f o r 
i d e n t i f y i n g and measuring integration effects of regional 
projects- Chapter Three reviews the alternative approaches 
to regional i n d u s t r i a l integration experienced by various 
groupings i n Lat i n America, A f r i c a , and Asia, with a view 
to appraise the "package deal" approach as an innovative 
solution to the problem of d i s t r i b u t i o n of benefits and costs, 
and i t s d e s i r a b i l i t y f o r a regional grouping such as the Arab 
Middle East countries• 
In Part I I , the case f o r integ r a t i o n among the Arab Middle 
East countries (to include the Arab countries i n Asia together 
with Egypt and the Sudan) i s examined, with an attempt to 
devise a strategy f o r an integrated i n d u s t r i a l development 
among these countries 0 As a s t a r t i n g point, Chapter Four 
gives a c r i t i c a l account of the attempts at regional economic 
cooperation and integr a t i o n i n the Arab Middle East region, 
and the emerging role of c a p i t a l surpluses accruing to the 
o i l countries i n promoting the idea of integration.. Chapter 
Five discusses the economic framework of the countries under 
consideration, i n order to assess the role of economic 
int e g r a t i o n as a desirable a l t e r n a t i v e to national development,, 
Chapter Six discusses the developing i n d u s t r i a l growth patterns 
i n the above countries, and relates integration to future 
i n d u s t r i a l growth. Chapter Seven explores some of the 
- x i i «= 
p o s s i b i l i t i e s f o r in t e g r a t i o n among the Arab Middle East 
countries i n specific industries i n a number of i n d u s t r i a l 
sectors whose economic v i a b i l i t y can be enhanced by the 
pooling of scarce resources, s k i l l s , and markets„ This 
w i l l be followed i n Chapter Eight by a methodological study 
f o r the assessment of the integration p o t e n t i a l i n one of 
these industries which i s fertilizers» Chapter Nine focuses 
on the elements which are deemed central i n the framing of 
a strategy f o r an integrated i n d u s t r i a l development based 
on the "package deal" approach i n the region* F i n a l l y , 
Chapter Ten presents a concluding summary of the study„ 
= x i i i -
PREFACE 
This thesis i s a r e s u l t of almost two decades of 
personal involvement i n regional economic cooperation and 
int e g r a t i o n i n the Arab Middle Easto My work since 1961 
with the General Union of Chambers of Commerce, Industry 
and Agriculture f o r Arab Countries, where I now serve as 
Assistant Secretary General, put me i n d i r e c t contact with 
regional economic developments0 I t gave me the opportunity 
to do extensive research on the Arab economies, as well as 
the p r i v i l e g e of attending frequently the meetings of the 
Arab Economic Council of the League of Arab States and the 
Council of Arab Economic Unity. On another l e v e l s my 
association with the Department of Economics at the American 
University of Beirut since 1975, as a Lecturer on Middle 
East economics, has been very useful i n developing my 
thinking about the areas and p o s s i b i l i t i e s f o r economic 
int e g r a t i o n i n the region and I benefited immensely from 
class discussions with the students on the subject <> 
What always struck me at the inter-governmental Arab 
economic meetings i s the emphasis on trade l i b e r a l i s a t i o n 
as a means f o r economic i n t e g r a t i o n 0 The Arab countries 
were treated as i f they were i n the same category, with no 
regard to the differences i n t h e i r levels of economic 
development, economic size, or development strategy,, My 
contention was and s t i l l i s that a more p r a c t i c a l and 
= x i v » 
piecemeal approach f o r inte g r a t i o n i s needed: an approach 
which would take into consideration the d i f f e r i n g economic 
settings i n the Arab countries * I t i s the purpose of t h i s 
thesis to seek such an approach and frame a strategy f o r 
integrated i n d u s t r i a l development among the Arab countries. 
I wish to record my deep gratitude to my supervisor, 
Dr 0 Rodney J-Ac Wilson, who helped greatly by his sharp 
c r i t i c i s m and comments to c l a r i f y my thoughts and remove 
some inconsistencieso He generously gave me much of his 
time and of his experience on the Middle Easto 
I am deeply g r a t e f u l to Professor Denis P« O'Brien, 
Head of the Economics Department at the University of Durham, 
f o r kindly taking the time to read an e a r l i e r version of 
t h i s thesis<, I have greatly benefited from h i s sympathetic 
c r i t i c i s m s i n r e - w r i t i n g some of the material. 
My thanks are due to Burhan Dajani, Secretary General 
of the Union of Arab Chambers, who encouraged me to s t a r t 
t h i s study and relieved me from work during the time needed 
f o r i t 0 Thanks are also due to the B r i t i s h Council f o r 
awarding me a scholarship to complete my residence require-
ment i n Durham0 
Further thanks are due to the many o f f i c i a l s and 
spe c i a l i s t s i n the League of Arab States and the Council of 
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Arab Economic Unity as well as i n other Arab economic 
organisations, UNCTAD, UNLDO and OECD, who gave me much 
of t h e i r time and attention to discuss various aspects 
of t h i s thesis and to obtain numerous useful documents 
on the subject. 
Last, but not least, many thanks go to my wife, 
L e i l a , who enabled me to have the time and peace of mind 
to complete the w r i t i n g of t h i s thesis during the l a s t 
few months, by shouldering the f u l l burden of looking 
a f t e r our daughters, Maha, Mona, Najwa, and Nada. 
Elias T„ Ghantus 
Durham, 1st October 1980 
PART I 
A Theoretical Framework 
- 1 -
CHAPTER ONE 
THE THEORY Off ECONOMIC INTEGRATION AMD 
DEVELOPING COUNTRIES 
Sinoe the end of World War I I , the idea o f economic 
i n t e g r a t i o n among r e g i o n a l groupings gained a growing importance 
i n the realm o f i n t e r n a t i o n a l economic r e l a t i o n s e I n an 
attempt to emulate the European Economic Community (EEC) 
various schemes f o r r e g i o n a l economic i n t e g r a t i o n have been 
r e a l i s e d i n the developing w o r l d 9 though w i t h v a r y i n g degrees 
o f success. Apart from p o l i t i c a l c o n s i d e r a t i o n s , the d r i v i n g 
force behind the movement towards economic r e g i o n a l i s m emanates 
from the p o t e n t i a l economic gains made possible by the po o l i n g 
of markets and use o f resources s 
I t i s amply evident from theory and a p p l i c a t i o n t h a t 
economic i n t e g r a t i o n i n the context o f developing c o u n t r i e s 
e x h i b i t s growth r e - i n f o r c i n g e f f e c t s and could act to reduce 
the cost o f economic development i n the i n t e g r a t i n g countries,, 
As such i t i s u s u a l l y conceived as a st r a t e g y or paradigm f o r 
economic development, r a t h e r than a t a r i f f issue as i t has 
been b a s i c a l l y t r e a t e d i n the context o f the developed c o u n t r i e s 
Indeed, the f a c t t h a t the theory o f economic i n t e g r a t i o n was 
developed w i t h the case o f the i n d u s t r i a l i s e d countries i n 
mind, renders t h i s theory o f l i m i t e d relevance to developing 
c o u n t r i e s e This makes i t necessary to extend the basic theory 
of economic i n t e g r a t i o n which i s drawn i n " s t a t i c " terms, by 
„ 2 -
i n c l u d i n g i n the a n a l y s i s some "dynamic" elements t h a t are 
inherent i n the theory o f economic development. Therefore,, 
the main purpose o f t h i s chapter w i l l be to develop an appro-
p r i a t e t h e o r e t i c a l framework f o r studying the development 
i m p l i c a t i o n s o f economic i n t e g r a t i o n . 
The chapter comprises f i v e p a r t s . I n the i n t r o d u c t o r y 
parts we w i l l be concerned w i t h the concept and forms o f 
economic i n t e g r a t i o n , and i t s d e f i n i t i o n f o r the purposes 
of t h i s t h e s i s . The second p a r t w i l l present a b r i e f i n q u i r y 
i n the theory o f customs unions and i t s extension, w i t h a view 
to d e p i c t i t s usefulness as a guide to economic p o l i c y i n 
developing c o u n t r i e s . I n the t h i r d p a r t , an attempt w i l l be 
made to r e l a t e economic i n t e g r a t i o n t o the process o f economic 
development as ge n e r a l l y perceived i n contemporary developing 
c o u n t r i e s . I n the f o u r t h p a r t , a b r i e f d i s c u s s i o n of the 
importance o f economies o f scale i n manufacturing i n d u s t r y 
i s presented and how economic i n t e g r a t i o n could be instr u m e n t a l 
i n r e a l i s i n g them. I n the f i f t h and concluding p a r t , a 
conceptual approach f o r economic i n t e g r a t i o n i n a t y p i c a l 
developing s e t t i n g w i l l be suggested. 
Concept and Forms of Economic I n t e g r a t i o n 
The term "economic i n t e g r a t i o n " denotes e i t h e r a process 
or a state o f a f f a i r s . - ^ But the f a c t that i n t e g r a t i o n t h e o r i s t s 
1/ See Bela Balassa, The Theory o f Economic I n t e g r a t i o n (London: 
George A l l e n & Unwin L t d . , 1961), p. 1; and, F. Kahnert, P. 
Richard, E. S t o u t j e s d j k , and P. Thomopoulos, Economic I n t e g r a -
t i o n Among Developing Countries ( P a r i s % OECD, 1969)? p. 11. 
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have v a r y i n g conceptions as to what the process of economic 
i n t e g r a t i o n must e n t a i l and t o what c o n s t i t u t e s a state o f 
i n t e g r a t i o n does not help t o coin a standard d e f i n i t i o n of 
t h i s concepto 
As a process 9 economic i n t e g r a t i o n involves e s s e n t i a l l y 
the gradual removal of d i s c r i m i n a t o r y b a r r i e r s between two or 
mo:re~national" economies ( o r a l t e r n a t i v e l y between u n i t s o f the 
same economy) w i t h the purpose of o p t i m i s i n g economic perform-
ance o Rlyrdal considers t h a t 
"The economy i s not i n t e g r a t e d unless a l l 
avenues are open to everybody and the 
remuneration paid f o r productive services 
are equal" <. 2 / 
But some t h e o r i s t s contend t h a t the process of economic i n t e g r a -
t i o n i s a dual-pronged one; i t amounts not only t o the removal 
of d i s c r i m i n a t o r y b a r r i e r s , but as w e l l the i n t r o d u c t i o n of 
c o o r d i n a t i o n and harmonisation which ensure the optimal f u n c t i o n -
ing and development of the economy as a whole. Thus, Tinbergen 
defines i n t e g r a t i o n as 
"the c r e a t i o n o f the most desirable s t r u c t u r e 
o f i n t e r n a t i o n a l economy, removing a r t i f i c i a l 
hindrances to - the o p timal operation and i n t r o -
ducing d e l i b e r a t e l y a l l desirable elements of 
c o o r d i n a t i o n or unification"„ 3/ 
This view i s based p r i m a r i l y on the general presumption t h a t 
the release o f market forces through "negative" economic 
i n t e g r a t i o n i s not l i k e l y to b r i n g about the desired e f f e c t 
2 / Gunnar Myrdal, An I n t e r n a t i o n a l Economy; Problems and Prospects 
(Londont' Routledge and Kegan Paul L t d . , 1 9 5 6 ) , p . l l o 
3/ J o Tinbergen, I n t e r n a t i o n a l Economic I n t e g r a t i o n (Amsterdam: 
E l s e v i e r , 1 9 5 4 ) , p . 9 5 * 
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and t h a t " p o s i t i v e " economic i n t e g r a t i o n must be i n s t i t u t e d 
through appropriate p o l i c y m e a n s ^ 
The foregoing suggests t h a t when viewed as a state of 
a f f a i r s the term "economic i n t e g r a t i o n " r e f e r s t o a s i t u a t i o n 
characterised by increased economic interdependence and the 
absence o f d i s c r i m i n a t i o n between n a t i o n a l economies which 
c a r r i e s w i t h i t o p t i m i s i n g e f f e c t s o 
I t i s important to recognise, however, t h a t the concept 
of economic i n t e g r a t i o n i s d i s t i n c t from the broader concept 
of economic cooperation. According to Balassa, 
"Whereas cooperation includes various measures 
designed t o harmonize economic p o l i c i e s and t o 
lessen d i s c r i m i n a t i o n , the process of economic 
i n t e g r a t i o n comprises those measures which e n t a i l 
the suppression o f some forms of d i s c r i m i n a t i o n " e b/ 
But there are some forms o f i n t e r n a t i o n a l cooperation which 
may be regarded as p r e - i n t e g r a t i o n stages* For instance, 
trade c o n s u l t a t i o n s or sharing o f experiences i n planning 
economic development between two or more countries could be 
a f i r s t step towards some form o f economic i n t e g r a t i o n . 
I t seems t h a t the general approach t o economic i n t e g r a t i o n 
has been i n s p i r e d by the t h e o r e t i c a l w r i t i n g s on the formation 
of customs unions, w i t h i n the broader f i e l d of i n t e r n a t i o n a l 
4/ See John Pinder, " P o s i t i v e and Negative I n t e g r a t i o n s Some 
Problems o f Economic Union i n the EEC", i n M„ Hodges ( e d 0 ) , 
European I n t e g r a t i o n (Harmondsworth, England? Penguin Books 
L t d . , 1 9 7 2 ) , p . 1 2 6 - 1 2 7 o 
j>/ Bela Balassa, "Towards A Theory of Economic I n t e g r a t i o n " , i n 
M o S o Wionczek (ed«) , L a t i n American Economic I n t e g r a t i o n ; 
Experiences and Prospects (New York; Praeger, 1 9 6 6 ) , p . 2 4 o 
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economic r e l a t i o n s . This approach focuses on i n t e g r a t i n g the 
markets of the p a r t i c i p a t i n g c o u n t r i e s as a means f o r achieving 
an optimum r e a l l o c a t i o n o f resources i n the i n t e g r a t e d area. 
I n t h i s context, several forms o f economic i n t e g r a t i o n can be 
perceived. 
The simplest form i s the free trade area which involves 
the e l i n u j i a T i o n of t a r i f f s and q u a n t i t a t i v e r e s t r i c t i o n s between 
the member-countries, but each country i s allowed t o f i x i t s 
own separate t a r i f f r a t e s on imports from the non-member 
countries.. A higher l e v e l of economic i n t e g r a t i o n i s the 
customs union which involves aside from the e l i m i n a t i o n of 
t a r i f f s among the member-countries the u n i f i c a t i o n o f t a r i f f s 
against the outside world. The common market i s s t i l l a higher 
l e v e l o f i n t e g r a t i o n , adding to the customs union s i t u a t i o n 
the removal of r e s t r i c t i o n s on the movement of f a c t o r s of 
production among the member-countries. The highest l e v e l o f 
i n t e g r a t i o n i s the economic union which fuses the n a t i o n a l 
economies i n t o a s i n g l e u n i t ( i . e . a t r a n s n a t i o n a l economy), 
adding t o the common market s i t u a t i o n the harmonisation o r 
u n i f i c a t i o n of the economic and s o c i a l p o l i c i e s o f the member-
c o u n t r i e s , and t h i s u s u a l l y c a l l s f o r the s e t t i n g up of a 
supra-national decision-making body. 
As w i l l be revealed l a t e r i n t h i s chapter, economic 
i n t e g r a t i o n need not embrace from the beginning a l l sectors 
of the economies concerned. P a r t i a l i n t e g r a t i o n , l i m i t e d to 
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one sector or even one industry, has proved to be a more 
promising form of i n i t i a l integration among developing countries 0 
Such schemes are often referred to as p a r t i a l customs union with 
investment planning 0 I t i s useful to look at such integration 
as a j o i n t action to solve common development problems, i n the 
sense that i t focuses on production a c t i v i t i e s which cannot be 
carried out with r e l a t i v e e f f i c i e n c y by the individual countries 
concernedo This applies s p e c i f i c a l l y to manufacturing industries 
whose minimum-efficient-scale of production i s larger than could 
be absorbed by any of the domestic markets 0 In t h i s respect, 
p a r t i a l integration seems to be more fundamental than market 
integration which i s attained through mere trade l i b e r a l i s a t i o n , 
since i t involves from the beginning both policy coordination 
and trade l i b e r a l i s a t i o n o However, i t ought to be conceived 
as a supplement to national development e f f o r t s i n the p a r t i -
cipating countries, rather than a substitute for them0 
Obviously 9 a l l forms of economic integration have i n 
common two basic features? f i r s t , they f a c i l i t a t e trade exchange 
and s p e c i a l i s a t i o n i n production i n an enlarged market area? 
and, second, they discriminate against the outside worldo The 
form that economic integration takes depends on the aim and 
degree of integration desired by the countries concerned., In 
practice, the higher the l e v e l of integration, the greater the 
limitations on sovereignty of the member-countries i n carrying 
out t h e i r trade and development p o l i c i e s 0 This explains to a 
large extent why the progress i n the integration process tends 
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to lead to the "pooling o f sovereignty". A c t u a l experience 
shows t h a t t h i s i s not s p e c i a l l y appealing t o developing 
c o u n t r i e s , since t h e i r n a t i o n a l consciousness i s high and 
economic development t o them i s a post-independence endeavour.^/ 
To r e c o n c i l e t h i s w i t h the desire t o reap the b e n e f i t s 
of i n t e g r a t i o n , most developing countries have not gone i n 
t h e i r i n t e g r a t i v e e f f o r t s beyond the formation of customs--
unions. Indeed, most developing countries tend t o be s e n s i t i v e 
to f a c t o r m o b i l i t y (both c a p i t a l and l a b o u r ) , but they would 
al l o w under c e r t a i n c o n d i t i o n s f r e e m o b i l i t y o f goods.^ 
ffor the purposes o f t h i s study, the term "economic 
i n t e g r a t i o n " w i l l be used i n a r e s t r i c t e d sense to denote 
e i t h e r an i n t e g r a t i v e system o f the customs union type or the 
process leading to the c r e a t i o n o f such a system. This i s 
j u s t i f i e d f u r t h e r by the f a c t t h a t the theory o f economic 
6/ For example, the East A f r i c a n i n t e g r a t i o n experience i n d i c a t e s 
how a f t e r independence the i n t e g r a t i n g c o u n t r i e s s t a r t e d t o 
pursue n a t i o n a l economic p o l i c i e s , thus c r e a t i n g much d i f f i -
c u l t y i n mai n t a i n i n g the degree o f success i n economic i n t e g r a -
t i o n a t t a i n e d d u r i n g c o l o n i a l r u l e . See J.S. Nye, "Patterns 
and Catalysts i n Regional I n t e g r a t i o n " , I n t e r n a t i o n a l Organi-
s a t i o n , Vol. 19, 1965, pp. 870-884. 
7/ I n most cases, developing c o u n t r i e s designate t h e i r p r e f e r e n t i a l 
t r a d i n g arrangements as f r e e trade areas or common markets, 
e i t h e r because they aim a t more i n t e g r a t i o n or because they 
wish to conform to the General Agreement on T a r i f f s and Trade 
(GATT) which allows f o r exception to most-favoured-nation 
clauses f o r customs unions and f r e e trade areas but not f o r 
p r e f e r e n t i a l arrangements. See Constantine Michalopoulos, 
"Expanding Trade Among Developing Countries", Journal of 
Common Market Studies, V o l . 13, No. 3, March 1975, pp. 312; 
and, F.A. Haight, "Customs Unions and Free-Trade Areas Under 
GATT", Journal of World Trade Law, Vol. 6, 1972, pp. 391-404. 
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i n t e g r a t i o n , as w i l l be i n d i c a t e d below, i s framed i n terms 
of cx^stoms unions, and i t s general a n a l y s i s i s applicable to 
a l l forms o f i n t e g r a t i o n . No attempt w i l l be made throughout 
t h i s study to analyse the p o l i t i c a l motives and i m p l i c a t i o n s 
of economic i n t e g r a t i o n . The a n a l y s i s w i l l be drawn i n purely 
economic termso I t w i l l be assumed, however, t h a t economic 
i n t e g r a t i o n i s supported by a basic p o l i t i c a l understanding 
among"the i n t e g r a t i n g c o u n t r i e s , and conversely the increase i n 
interdependence through economic i n t e g r a t i o n can help to d i m i n i s h 
the propensity f o r p o l i t i c a l c o n f l i c t . I t should be c l e a r t h a t 
the' need to d i s t r i b u t e the b e n e f i t s and costs o f i n t e g r a t i o n 
e q u i t a b l y among the i n t e g r a t i n g c o u n t r i e s , which w i l l be d i s -
cussed at a l a t e r stage, means i m p l i c i t l y t h a t the i n t e g r a t i n g 
countries would remain as sovereign s t a t e s . 
The Theory o f Customs Unions 
The theory o f customs unions was mostly developed i n 
the post V/orld War I I period and i s characterised by i t s s l i m 
foundation. I t i s defined as 
" t h a t branch of t a r i f f theory which deals 
w i t h the e f f e c t s of geographically d i s c r i -
minatory changes i n trade b a r r i e r s " , 8/ 
I t s general p r o p o s i t i o n i s t h a t when two or more countries 
form a customs union the set o f r e l a t i v e p r i c e s f a c i n g producers 
and consumers are apt to change and the change may be to the 
" b e n e f i t " or "detriment" o f the union-members and the world at 
l a r g e . 
8/ R.G, Lipsey, "The Theory o f Customs Unions; A General Survey", 
Economic Jo u r n a l , Vol. 70, Wo. 279? September 1960, p. 497. 
„ 9 -
In point o f f a c t , Viner was the f i r s t t o challenge 
the view held by l i b e r a l economists t h a t since the formation 
of a customs union leads t o the re d u c t i o n o f t a r i f f s i t 
represents a movement i n the d i r e c t i o n of u n i v e r s a l free trade 
and thus i t enhances economic w e l f a r e ^ His contention was 
t h a t any customs union contains elements o f both f r e e r trade 
and greater p r o t e c t i o n , and therefore i t i s impossible to 
draw a p r i o r i conclusions as -to" the net~ gain or loss i t 
e n t a i l s . Focusing on i n t e r - c o u n t r y s u b s t i t u t i o n i n production 
(under c o n d i t i o n s o f z e r o - e l a s t i c i t y o f demand and constant 
cost o f p r o d u c t i o n ) , Viner argued t h a t a customs union increases 
welfare t o the extent t h a t f r e e trade among the union-members 
causes a redu c t i o n of i n e f f i c i e n t production, or to the extent 
t h a t i t leads t o "trade c r e a t i o n " <> Simultaneously, a customs 
union decreases welfare to the extent t h a t i t a l l o w s , by 
d i s c r i m i n a t i n g against low-cost producers outside the union, 
the less e f f i c i e n t union-producers to take up the trade f l o w s 
cancelled by the formation o f the union, or to the extent t h a t 
i t leads t o "trade diversion",, Thus, he concluded t h a t a 
9/ I t i s u s e f u l to r e c a l l here t h a t i n accordance w i t h the 
pure theory o f i n t e r n a t i o n a l trade a fr e e trade s i t u a t i o n 
leads t o a higher l e v e l of welfare than a no trade s i t u a t i o n , . 
This i s based on the assumption t h a t f r e e t r a d e , under 
c o n d i t i o n s of p e r f e c t competition and f u l l employment o f 
f a c t o r s o f production, leads to optimal a l l o c a t i o n o f 
resources, w i t h each country s p e c i a l i s i n g i n accordance 
w i t h i t s comparative advantage„ The o p t i m a l i t y of t h i s 
s i t u a t i o n a r i s e s from the f a c t t h a t i t permits the equa-
l i s a t i o n of domestic p r i c e s w i t h f o r e i g n p r i c e s ( a l l o w i n g 
f o r t r a n s p o r t c o s t s ) , and the e q u a l i s a t i o n o f domestic 
p r i c e s w i t h the marginal r a t e of tra n s f o r m a t i o n i n production 
and the marginal r a t e o f s u b s t i t u t i o n i n consumption„ I n 
t h i s s t a t e o f a f f a i r s the production economy o f the world 
would be i n e q u i l i b r i u m and the fr e e - t r a d e p o l i c y would 
be the f i r s t - b e s t o p t imal policy„ 
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predominantly t r a d e - c r e a t i n g customs union b e n e f i t s a t l e a s t 
one member and the world a t l a r g e , whereas a t r a d e - d i v e r t i n g 
customs union i s harmful to at l e a s t one member and the world 
at large 0 
A major shortcoming o f Viner's a n a l y s i s i s the omission 
of inter-commodity s u b s t i t u t i o n which a r i s e s from the response 
of consumers to the change i n r e l a t i v e p r i c e s associated w i t h 
customs unionso Lipsey and others-^/extended the a n a l y s i s to 
include consumption e f f e c t and by doing so they demonstrated 
t h a t a t r a d e - d i v e r t i n g customs union does not n e c e s s a r i l y reduce 
welfare,, The reasoning was t h a t a customs union r e s u l t s i n an 
unambiguous welfare gain to consumers w i t h respect to i n t r a -
union t r a d e , since the removal o f t a r i f f s leads to the e q u a l i -
s a t i o n o f the marginal r a t e o f s u b s t i t u t i o n between the goods 
i n consumption w i t h t h e i r marginal r a t e of t r a n s f o r m a t i o n i n 
pr o d u c t i o n , and t h i s welfare gain could be enough to o f f s e t the 
welfare loss a r i s i n g from trade d i v e r s i o n . Thus Lipsey concluded 
t h a t i n general "the consumption e f f e c t , l i k e the production 
e f f e c t , can work e i t h e r to r a i s e or to lower w e l f a r e " , and 
added t h a t " i f one wishes t o p r e d i c t the welfare e f f e c t s o f 
a customs union i t i s necessary to p r e d i c t the r e l a t i v e 
strengths o f the forces causing trade c r e a t i o n and trade 
d i v e r s i o n " 
10/ R o G o Lipsey, "The Theory of Customs Unions? Trade D i v e r s i o n 
and Welfare", Economica, Vol . 24, No„ 93 9 1957, pp. 40-46; F o Gehrels, "Cxistoms Unions from a Single Country Viewpoint", 
Review o f Economic Studies, Vol. 24, 1956-57, pp. 61-64; and, 
J o Meade, The Theory of Customs Unions (Amsterdam? North-
Holland, 1956). 
11/ Lipsey, "The Theory o f Customs Unions? A General Survey", 
op. c ' i t o , p . 498o 
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I n c o n j u n c t i o n w i t h these e f f e c t s , a customs union may-
lead to an improvement i n the terms of trade o f the member-
co u n t r i e s . This i s l i k e l y to happen when the e l a s t i c i t y of 
demand f o r d i v e r t i b l e imports i n the union i s h i g h and the 
e l a s t i c i t y of supply o f these imports outside the union i s 
low. I n such a case, outside s u p p l i e r s w i l l tend to reduce 
t h e i r supply p r i c e s t o recapture t h e i r share i n the union 
markets _ This must" be viewed t o g e t h e r ~ w i t h the increase i n the 
bargaining power o f the union-members v i s - a - v i s other c o u n t r i e s , 
e s p e c i a l l y when they happen to be important s u p p l i e r s or 
consumers of p a r t i c u l a r goods. But the bargaining power can 
be checked through r e t a l i a t o r y measures which can be taken 
by non-members against the union as a whole. 
The i m p l i c a t i o n o f the s t a t i c a n a l y s i s i s t h a t a 
customs \uiion represents a second-best s i t u a t i o n a f t e r u n i v e r s a l 
f r e e t r a d e , and as such i t i s an a p p l i c a t i o n o f the general 
theory o f the second-best and i t s welfare i m p l i c a t i o n s depend 
on the precise circumstances of each ease . • i ^ ' Thus, i f a 
country i s i n t e r e s t e d i n maximising i t s welfare through mani-
p u l a t i n g i t s t a r i f f p o l i c y , the formation o f a customs union 
w i t h other c o u n t r i e s i s not the i d e a l o p t i o n f o r r e a l i s i n g t h i s 
o b j e c t i v e . Indeed, i t i s possible f o r a country to enjoy the 
12/ This theory s t a t e s t h a t i f any economy i s prevented (by the 
existence o f some d i s t o r t i o n s ) from s a t i s f y i n g a l l the 
optimum c o n d i t i o n s necessary f o r maximising welfare s i m u l -
taneously, the s a t i s f a c t i o n of one of these conditions w i l l 
not n e c e s s a r i l y make the country concerned b e t t e r o f f than 
would i t s n o n - s a t i s f a c t i o n . R. G. Lipsey and K. Lancaster, 
"The General Theory of Second-Best", Review o f Economic 
Studies, Vol. 24, No. 63 9 1956, pp. 11-32. 
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b e n e f i t s o f trade c r e a t i o n without i n c u r r i n g any loss from 
trade d i v e r s i o n , merely by f o l l o w i n g a u n i l a t e r a l non-
p r e f e r e n t i a l t a r i f f p o l i c y ( i . e . applying optimum t a r i f f ) . 
On t h i s basis Cooper-Massell questioned the usefulness o f the 
s t a t i c a n a l y s i s i n e v a l u a t i n g customs unions. They argued 
t h a t 
" I t f a i l s t o show why a customs union may 
be acceptable when a t a r i f f r e d u c t i o n i s 
n o t , and i t f a i l s to analyse how a customs 
union may more e f f i c i e n t l y serve the ends 
p r e v i o u s l y served by n o n - p r e f e r e n t i a l 
p r o t e c t i o n " . 13/ 
This i n s i g h t c a l l e d f o r the extension o f customs union 
an a l y s i s w i t h a major change i n t h e o r e t i c a l o r i e n t a t i o n . The 
an a l y s i s needed i s t o evaluate n o n - p r e f e r e n t i a l t a r i f f p o l i c y 
and customs union as a l t e r n a t i v e devices f o r p r o t e c t i o n i s m , 
r a t h e r than f o r trade l i b e r a l i s a t i o n . I n other words, since 
from a resource a l l o c a t i o n p o i n t o f view, a customs union i s 
i n f e r i o r t o a p o l i c y o f n o n - p r e f e r e n t i a l t a r i f f r e d u c t i o n , the 
r a t i o n a l e f o r customs unions ought to be based on a dynamic 
an a l y s i s which j u s t i f i e s p r e f e r e n t i a l p r o t e c t i o n and subse-
quently trade d i v e r s i o n . This t h e o r e t i c a l development had a 
great s i g n i f i c a n c e i n the e v a l u a t i o n o f economic i n t e g r a t i o n 
schemes among developing c o u n t r i e s . 
As a matter o f f a c t , much skepticism has been expressed 
i n economic i n t e g r a t i o n l i t e r a t u r e w i t h respect to the relevance 
13/ GoA. Cooper and M.£'. Mas s e l l , "A New Look a t Customs Union 
Theory", Economic Journal, V o l . 75, No. 300, 1965, p. 746. 
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of the s t a t i c a n a l y s i s i n the e v a l u a t i o n o f the d e s i r a b i l i t y 
o f customs unions among developing c o u n t r i e s . Lipsey depicted 
two basic c r i t e r i a by which the magnitude of a country's 
p o t e n t i a l gain from increased s p e c i a l i s a t i o n i n a customs union 
can be determined. He proposed t h a t a customs union i s more 
l i k e l y to ra i s e w e l f a r e : (a) the higher the p r o p o r t i o n o f 
trade w i t h the country's union p a r t n e r ( s ) and the lower the 
p r o p o r t i o n w i t h the outside world; and, (b) the lower the 
t o t a l volume of f o r e i g n trade i s r e l a t i v e to domestic purchases 
p r i o r to the formation o f the union. 
Obviously, i n terms o f these c r i t e r i a the case f o r 
customs unions among developing countries seems to be a weak 
one. Developing countries are characterised by having a large 
e x t e r n a l trade i n r e l a t i o n to domestic production, and they 
g e n e r a l l y trade w i t h developed ( i n d u s t r i a l i s e d ) c o u n t r i e s 
r a t h e r than w i t h each other. On t h i s count, a customs union 
among t y p i c a l developing countries i s l i k e l y to be a t r a d e -
d i v e r t i n g one w i t h a l i m i t e d scope f o r welfare gain. 
I t i s only when the dynamic arguments are considered 
t h a t economic i n t e g r a t i o n among developing c o u n t r i e s can be 
j u s t i f i e d reasonably. By d e f i n i t i o n , the developing countries 
are i n the process of r e a l i s i n g t h e i r economic p o t e n t i a l , and 
trade d i v e r s i o n among a r e g i o n a l grouping o f them may be 
consistent w i t h the economic development e f f o r t s . The changed 
14/ Lipsey, "The Theory o f Customs Unions 5 A General Survey", 
op. c i t . , pp. 496-513. 
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environment of i n t e r n a t i o n a l trade since the end o f World 
War I I e n t a i l e d a general d e t e r i o r a t i o n i n the terms of trade 
of most developing c o u n t r i e s . The trade i n primary (excluding 
o i l ) and a g r i c u l t u r a l commodities has been i n c r e a s i n g at a 
r e l a t i v e l y much lower r a t e than trade i n manufactures and 
t h i s a f f e c t e d adversely the developing c o u n t r i e s . T h i s has 
l e d to a growing tendency on the p a r t of most developing 
c o u n t r i e s to reduce t h e i r dependence on the world economy and 
to i n t e r n a l i s e economic growth w i t h a view to strengthen the 
movement towards s e l f - r e l i a n c e . For t h a t purpose, p r o t e c t i o n i s m 
has acquired l e g i t i m a c y on the assumption t h a t i t could produce 
greater growth e f f e c t s than free t r a d e . Given t h i s , i t can 
be argued t h a t i f i m p o r t - s u b s t i t u t i o n on a n a t i o n a l l e v e l 
( o r trade d e s t r u c t i o n ) i s i n e v i t a b l e , then i m p o r t - s u b s t i t u t i o n 
on a r e g i o n a l l e v e l ( o r trade d i v e r s i o n ) tends to be more 
desirable i n a s f a r as i t makes possible s p e c i a l i s a t i o n and 
economies o f scale and increases the scope f o r m o b i l i s i n g i d l e 
resources. Hence, trade d i v e r s i o n can be regarded as an 
e s s e n t i a l i n g r e d i e n t of economic i n t e g r a t i o n among developing 
countries and ought to be viewed as a p o s i t i v e f a c t o r . This 
idea l i e s at the heart o f the t h e o r e t i c a l framework developed 
below. 
I t i s important t o recognise t h a t i n t e g r a t i o n t h e o r i s t s 
d i d not repudiate t o t a l l y the basic theory o f economic i n t e g r a i o n 
15/ The most celebrated argument supporting t h i s phenomenon 
i s t h a t of Prebisch who concluded t h a t the sluggish expansion 
i n exports and the d e t e r i o r a t i o n o f the terms of trade would 
l i m i t the capacity o f the developing countries to increase 
t h e i r export earnings which are v i t a l i n covering imports. 
See Raul Prebisch, "Commercial P o l i c y i n Under-Developed 
Countries", American Economic Review, May 1959* pp. 251-273. 
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as. a p o l i c y guide i n developing c o u n t r i e s . They emphasised, 
however, t h a t there may be forms of economic i n t e g r a t i o n and 
c r i t e r i a f o r judging t h e i r success other than the t r a d i t i o n a l 
ones which may be u s e f u l i n the analysis and p o l i c y of these 
c o u n t r i e s . The focus o f i n t e r e s t i n the "dynamic" a n a l y s i s 
developed by various t h e o r i s t s i s the impact o f trade d i v e r s i o n 
on i n d u s t r i a l i s a t i o n and on f o r e i g n exchange saving as a 
r e s u l t o f i m p o r t - s u b s t i t u t i o n . 
The s t a r t i n g p o i n t i n the dynamic analysis i s t h a t a 
government may impose p r o t e c t i v e t a r i f f s despite the "welfare 
costs" e n t a i l e d . This may be motivated by economic reasons 
such as the desire t o s h e l t e r comparatively high-cost domestic 
i n d u s t r i e s such as defence. I n an attempt to formulate an 
"economic" theory of p r o t e c t i o n i s m , Johnson^/ conceptualised 
the o b j e c t i v e of p r o t e c t i o n as being the maximisation of 
community welfare expressed i n terms of p u b l i c and p r i v a t e 
goods. He proposed t h a t i f i n a c e r t a i n community there i s 
a c o l l e c t i v e or p u b l i c preference f o r c e r t a i n types o f economic 
a c t i v i t y (such as i n d u s t r y ) , the e l e c t o r a t e may be w i l l i n g to 
spend r e a l resources through government a c t i o n i n order to 
make the volume of i n d u s t r i a l production and employment l a r g e r 
17/ 
than would be under i n t e r n a t i o n a l free c o m p e t i t i o n . — u 
16/ H.G. Johnson, "An Economic Theory of Protectionism, T a r i f f 
Bargaining, and the Formation o f Customs Unions", Journal 
o f P o l i t i c a l Economy, Vol. 73 9 No. 3 9 June 1965, pp. 256-283. 
17/ Government a c t i o n may take the form o f a d i r e c t production 
subsidy, i n d i r e c t subsidy through tax concession, or i n d i r e c t 
subsidy through a t a r i f f . The t a r i f f i s p o l i t i c a l l y most 
a t t r a c t i v e though i t i s l e a s t e f f i c i e n t i n a s f a r as i t 
e n t a i l s greater s a c r i f i c e of r e a l resources by i n c l u d i n g 
more u n i t s of p u b l i c good than would a d i r e c t subsidy which 
avoids the t a r i f f ' s consumption cost component. 
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By i n c l u d i n g p u b l i c goods i n the community's welfare 
f u n c t i o n , Johnson demonstrated t h a t a customs union could be 
superior to a u n i l a t e r a l p r o t e c t i v e t a r i f f p o l i c y on the 
f o l l o w i n g grounds. Assume t h a t two cou n t r i e s have publi c 
preference f o r domestic i n d u s t r i a l p roduction, and t h a t the 
i n d u s t r i a l sector of each of them consists of i n d u s t r i e s o f 
va r y i n g e f f i c i e n c y , w i t h some i n d u s t r i e s producing f o r export 
and others r e q u i r i n g p r o t e c t i o n to enable production to be 
expanded e f f i c i e n t l y f o r minimum cost l e v e l s to be a t t a i n e d . 
A u n i l a t e r a l t a r i f f r e d u c t i o n leads to the reduc t i o n of 
domestic i n d u s t r i a l production below i t s o p t i m a l l e v e l , thus 
r e s u l t i n g i n an unambiguous loss f o r the country concerned. 
I f , however, there are r e c i p r o c a l t a r i f f reductions so t h a t 
the increase i n i n d u s t r i a l production f o r export compensates 
f o r the decrease i n production of import-competing i n d u s t r i e s , 
the same amount o f c o l l e c t i v e consumption good can be produced 
but at a lower cost i n terms o f foregone p r i v a t e consumption. 
Hence, i t can be concluded t h a t countries j o i n a customs union 
i n view o f i t s p o t e n t i a l f o r s a t i s f y i n g p u b l i c consumption 
demand a t lower cost through r e - a l l o c a t i n g domestic resources 
from the less e f f i c i e n t import-competing to the more e f f i c i e n t 
export i n d u s t r i e s . 
I n a s i m i l a r v e i n , Cooper and M a s s e l l ^ ^ argued t h a t 
i n the presence of a s o c i a l preference f o r p a r t i c u l a r types 
of economic a c t i v i t y (e.g. i n d u s t r y ) economic planners i n a 
developing country may be w i l l i n g to accept a reduction i n 
18/ C.A. Cooper and B.F. Massell, "Towards A General Theory of 
Customs Unions f o r Developing Countries", Journal of P o l i t i c a l 
Economy, Vol. 73, No. 5, October 1965, pp. 461-476. 
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n a t i o n a l income f o r the sake of achieving a higher i n d u s t r i a l 
production. I n other words, the cost o f i n d u s t r i a l i s a t i o n 
i s measured i n terms o f the loss i n n a t i o n a l income. They 
suggested t h a t decisions r e l a t i n g to i n d u s t r i e s to be 
established must be based on the supply and demand curves 
f o r i n d u s t r i a l i s a t i o n . While the supply curve i s a f u n c t i o n 
of n a t i o n a l income foregone, the demand curve i s assumed to 
express the wishes of the n a t i o n a l economic planners whose 
choice i s supposed to r e f l e c t s o c i a l preference* Since i t 
i s assumed t h a t d i v e r s i f i c a t i o n w i t h i n the i n d u s t r i a l sector 
i s not an o b j e c t i v e , the ranking of d i f f e r e n t i n d u s t r i e s w i l l 
be made according to t h e i r cost d i f f e r e n t i a l s only. I t i s 
up to the economic planners to trade o f f between i n d u s t r i a l 
a c t i v i t i e s and n a t i o n a l income such t h a t the "excess cost" 
t h 
of the n i n d u s t r y i s equal to the "excess u t i l i t y " which 
i s derived from the f a c t t h a t the output of the i n d u s t r y i n 
question i s produced a t home instead o f being imported. 
L i n d e r ^ / a r g u e d t h a t the loss i n n a t i o n a l income 
through trade d i v e r s i o n could be counter-balanced by f o r e i g n 
exchange savings through i m p o r t - s u b s t i t u t i o n . He argued 
t h a t the question i s whether i t i s not more advantageous t o 
buy a commodity' from a new producer than t o waste f o r e i g n 
exchange on i m p o r t a t i o n from an advanced country. I n h i s 
o p i n i o n , i t i s not enough to compare the e f f i c i e n c y o f two 
a l t e r n a t i v e producers, since the producer who i n a p a r t i a l 
19/ S.B. Linder, "Customs Unions and Economic Development", i n 
M. Wionczek ( e d . ) , L a t i n American Economic I n t e g r a t i o n s 
Experiences and Prospects (Hew York; Praeger,1966)» 
pp. 32-41. 
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an a l y s i s i s shown t o be the less e f f i c i e n t o f the two proves 
t o be the most economic i n a more general a n a l y s i s . 
The c e n t r a l p o i n t which could be derived from the 
above an a l y s i s i s t h a t the desirable dynamic e f f e c t s of trade 
d i v e r s i o n may be more than the i n i t i a l cost i t e n t a i l s . What 
makes the dynamic b e n e f i t s of r e l a t i v e l y considerable p o t e n t i a l 
i s t h a t they are not l i m i t e d t o e x i s t i n g i n d u s t r i e s i n the 
cou n t r i e s forming the i n t e g r a t i o n scheme, but also a r i s e from 
f u t u r e i n d u s t r i e s created on the basis of the enlarged market. 
Hence the dynamic e f f e c t s o f i n t e g r a t i o n could be d i s t i n g u i s h e d 
from the s t a t i c effects» Whereas the former are cumulative 
and r e a l i s e d i n the long-run from a series o f s h i f t s of the 
production f r o n t i e r to the r i g h t , the l a t t e r are once-and-for-
a l l b e n e f i t s and r e s u l t i n the sho r t - r u n from a changed p r i c e 
r e l a t i o n s h i p along a f i x e d production f r o n t i e r or a movement 
towards the f r o n t ier,, 
This means t h a t economic i n t e g r a t i o n among developing 
c o u n t r i e s involves e s s e n t i a l l y a choice between two a l t e r n a t i v e 
long-run economic environments % one i s n a t i o n a l and the other 
i s regionalo Therefore, i t ought to be evaluated p r i m a r i l y 
on the basis of i t s prospective e f f e c t s on the p r o d u c t i v i t y 
o f the n a t i o n a l economic resources o f the p a r t i c i p a n t s , w i t h 
a view to i n d i c a t e the grounds on which economic i n t e g r a t i o n 
could be d e s i r a b l e , given a v a i l a b l e f a c t o r supplies,, To 
understand the nature of these e f f e c t s i t i s imperative to 
analyse them i n the context o f the process of economic develop-
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merit, as ge n e r a l l y perceived i n contemporary developing 
countries,. 
Development, C a p i t a l Accumulation and I n d u s t r i a l i s a t i o n 
A major p r e - r e q u i s i t e f o r the process of economic 
development i s the a v a i l a b i l i t y o f an indigenous resource base 
which could be mobilised t o achieve c e r t a i n s o c i a l o b j e c t i v e s . 
Generally, resources i n developing c o u n t r i e s are u n u t i l i s e d , 
u n d e r u t i l i s e d , or m i s u t i l i s e d , and the purpose o f the develop-
ment process i s p r i m a r i l y to a t t a i n a f u l l e r u t i l i s a t i o n o f 
these resourceSo 
The p e r f e c t i o n o f the domestic market, mainly through 
inc r e a s i n g the m o b i l i t y o f the f a c t o r s of production from less 
productive to more productive forms of employment and the 
spreading of knowledge about market o p p o r t u n i t i e s , coiald be 
in s t r u m e n t a l i n moving a developing economy to a s t a t e i n which 
a more e f f i c i e n t use o f resources i s achieved* I t i s evident 
t h a t i n the context o f a broader r e g i o n a l market, the pro-
d u c t i v i t y o f f a c t o r s of production i s apt t o be enhanced 
f u r t h e r not only from an a l l o c a t i v e p o i n t o f view, but also 
as a r e s u l t of economies of scale, longer production runs 
and increased s p e c i a l i s a t i o n , . I t can be argued on t h i s basis 
t h a t the o p t i m i s a t i o n o f the use o f domestic resources, which 
i s at the centre o f the development process, i s d i r e c t l y r e l a t e d 
to the size of the market and renders i n t e g r a t i o n as a desirable 
development approach„ Furthermore, since the essence of 
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under-development i s the paucity of some f a c t o r s o f 
production ( u s u a l l y those complementary to l a b o u r ) , the 
c o n s t r a i n t s to development on the supply side are l i k e l y t o 
be more c r u c i a l than the d e f i c i e n c y i n aggregate demand. I n 
a r e g i o n a l context the r e l a t i v e f a c t o r supplies are l i k e l y 
t o be less d i s p r o p o r t i o n a t e than i n a n a t i o n a l context, and 
t h i s i n i t s e l f broadens the scope f o r growth and development. 
A s t r i k i n g example i s the Arab r e g i o n , where some countries 
have labour abundance while others have c a p i t a l abundance 
and there i s now more than ever before a growing r e c o g n i t i o n 
of the importance of po o l i n g resources i n order to accelerate: 
the development process. 
A basic aspect o f the development process i s c e r t a i n l y 
the accumulation o f r e a l c a p i t a l , i n order to enhance the 
p r o d u c t i v i t y of the f a c t o r s of production operating w i t h i n 
the economy. This aspect involves an increase i n the volume 
of r e a l savings, through a s a c r i f i c e i n current consumption, 
arid o r i e n t i n g these savings towards productive investments. 
What i s more important than c a p i t a l accumulation i s the use of 
c a p i t a l i t s e l f i n the most productive way. Therefore, our 
i n t e r e s t here r e l a t e s to how economic i n t e g r a t i o n can ensure 
a more e f f i c i e n t use o f a v a i l a b l e c a p i t a l supply. 
I t i s known t h a t despite c a p i t a l d e f i c i e n c y i n most 
developing c o u n t r i e s , c a p i t a l absorption capacity tends t o be 
l i m i t e d by the shortages i n the supply of other f a c t o r s of 
production cooperant w i t h i t . The l a c k o f managerial and 
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labour s k i l l s , and technology could act t o reduce the marginal 
p r o d u c t i v i t y of c a p i t a l i f i t s accumulation proceeds r a p i d l y 0 
I t can be argued t h a t p o l i c i e s encouraging a c o n t i n u i n g 
massive investment e f f o r t could i n the long-run a f f e c t adversely 
the l e v e l of consumption. The u n d e r l y i n g reasoning i s t h a t 
excessive investments w i l l increase the c a p i t a l - o u t p u t r a t i o 
to such an extent t h a t the prospective r i s e i n income w i l l be 
less than the increase i n savings required to maintain the 
r a t e of growth i n production. A low c a p i t a l - o u t p u t r a t i o , 
t h e r e f o r e , i s as important as c a p i t a l accumulation. Once 
economic development reaches a c e r t a i n l e v e l , t e c h n i c a l progress 
would replace c a p i t a l accumulation as a major f a c t o r s t i m u l a t i n g 
the increase i n per c a p i t a income. The d i v e r s i t y which a 
r e g i o n a l market could provide allows f o r a more e f f i c i e n t 
combination of c a p i t a l w i t h other f a c t o r s of production, i n 
a d d i t i o n t o the f a c t t h a t such a market i s conducive to the 
development of s k i l l s and technology. 
The extent t o which a country gains from c a p i t a l 
f ormation depends on how the a d d i t i o n a l investment expenditures 
are a l l o c a t e d w i t h respect to both the s e l e c t i o n o f p r o j e c t s 
and the choice o f production techniques. This suggests t h a t 
i n the development process one must a t t a c h importance not only 
to the savings r a t i o , but also and perhaps more to the f a c t o r s 
which determine the form i n which c a p i t a l i s invested ( i . e . 
investment c r i t e r i a ) . I t should be a basic concern f o r 
planners to a l l o c a t e a given volume of investment i n such a 
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way as t o optimise the use o f a v a i l a b l e resources. As 
Higgins points o u t , 
" 9 9 a f o r every ' f a c t o r endowment', there i s an o p t i m a l combination of f a c t o r s o f 
production. One of the purposes of 
development planning i s to f i n d t h i s 
combination and see to i t t h a t i t i s 
maintained." 20/ 
I t can be observed t h a t the d i s p r o p o r t i o n i n f a c t o r 
endowment which characterises most o f the developing c o u n t r i e s 
i s r e f l e c t e d i n an imbalance of the economic s t r u c t u r e , and 
t h i s u s u a l l y leads t o the unemployment of a major f a c t o r o f 
production. Since the process of economic development aims 
at increasing the p r o d u c t i v i t y of the f a c t o r s o f production 
c u r r e n t l y employed and at b r i n g i n g i n t o productive use the 
i d l e f a c t o r ( s ) of p r o d u c t i o n , i t n e c e s s a r i l y e n t a i l s some 
fundamental r e s t r u c t u r i n g i n the economy. The argument t h a t 
needs to be put forward here i s t h a t economic i n t e g r a t i o n 
provides a more e f f i c i e n t means f o r t h i s r e s t r u c t u r i n g , 
e s p e c i a l l y when i t comes to i n d u s t r i a l development which i s 
d i r e c t l y r e l a t e d t o the size of the marketo 
Prom a f u n c t i o n a l p o int of view, the development process 
i s considered to i n v o l v e both growth and change. I t aims 
simultaneously at expanding economic a c t i v i t y and changing i t s 
s e c t o r a l composition through the a l l o c a t i o n of f a c t o r s of 
production. I n Kindleberger's words, 
20/ Benjamin Higgins, Economic Development (London % Constable 
& Co., 1968), p. 150. 
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"... economic growth means more output, 
and economic development i m p l i e s both more 
output and changes i n the t e c h n i c a l and 
i n s t i t u t i o n a l arrangements by which i t i s 
produced. Growth may w e l l imply not only 
more o u t p u t , but also more inputs and more 
e f f i c i e n c y , i . e . , an increase i n output per 
u n i t of i n p u t . Development goes beyond 
these to imply changes i n the s t r u c t u r e of 
outputs and i n the a l l o c a t i o n of i n p u t s 
by sectors." 2 1 / 
There i s a general presumption t h a t the improvement of 
the p r o d u c t i v i t y o f f a c t o r s of production i n developing 
countries i s achieved p r i m a r i l y by t r a n s f e r r i n g g r a d u a l l y 
a p a r t o f the labour force from a g r i c u l t u r a l p u r s u i t s where 
labour p r o d u c t i v i t y i s low, to urban occupations where labour' 
p r o d u c t i v i t y i s much h i g h e r . T h i s process i s a complex one, 
and i s normally c a r r i e d out i n accordance w i t h a long-term 
development s t r a t e g y t h a t takes i n t o c onsideration the i n t e r -
s e c t o r a l r e l a t i o n s h i p s w i t h i n the economy. Many economists 
have tended to perceive the course of development as t a k i n g 
place i n d i f f e r e n t stages, namely proceeding from a hunting 
stage through an a g r i c u l t u r a l stage t o an i n d u s t r i a l - c o m m e r c i a l 
stage.^2/ But none of the c l a s s i f i c a t i o n s of growth stages 
21/ Charles Kindleberger, Economic Development (New Yorks 
McGraw-Hill, I n c . , 1965), p. 3. 
2 2 / See Ian L i t t l e , Tibor Scitovsky and Maurice Scott, I n d u s t r y 
and Trade i n Some Developing Countries; A Comparative Study 
(London; Oxford U n i v e r s i t y Press, 1970), p. 30„ *~ 
2 3 / The most recent attempt i s t h a t of W.W. Rostow whose t h e s i s 
i s t h a t economic growth comes i n the f o l l o w i n g stages % the 
t r a d i t i o n a l s o c i e t y ( e s t a b l i s h i n g the preconditions f o r 
t a k e - o f f ) , the t a k e - o f f , the d r i v e to m a t u r i t y , and the 
state of high mass consumption. See W.W. Rostow, The Stages 
of Economic Growth (Cambridge, Mass.s Cambrdige U n i v e r s i t y 
Press, 1 9 6 2 ) . ' 
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devised so f a r can be considered as a theory, 
" f o r none explains the mechanism l i n k i n g 
the various stages and c o n d i t i o n s govern-
ing the move from one stage to the next 
one," 24/ 
I n f a c t , these stages tend to e x i s t side by side i n many of 
the developing c o u n t r i e s . 
S t i l l i t i s expedient to presume t h a t economic develop-
ment i n most cases must be accompanied by s t r u c t u r a l changes 
which transform the country concerned gradually from a pre-
dominantly a g r i c u l t u r a l s o c i e t y to one having a bias f o r 
manufacturing a c t i v i t y . , A supporting argument i s Engel's Law 
which provides t h a t the composition of demand changes as income 
increases, w i t h the share of food d e c l i n i n g i n o v e r a l l demand« 
Hence, the e f f e c t i v e demand f o r goods other than food would 
remain low u n t i l the basic food requirements of the s o c i e t y 
are ensured,, When t h i s stage i s reached the p r o d u c t i v i t y of 
the i n d u s t r i a l sector (as w e l l as the service sectors which 
develop along w i t h the expansion of the exchange system w i t h i n 
the economy) would s t a r t t o improve as a r e s u l t of the increase 
i n demand f o r i n d u s t r i a l goods. This i s enhanced by the 
t r a n s f e r of labour from a g r i c u l t u r e to i n d u s t r y . I t can be 
suggested, t h e r e f o r e , t h a t the p r o d u c t i v i t y of the a g r i c u l t u r a l 
sector, i n the absence o f a growing demand i n f o r e i g n markets 
f o r a g r i c u l t u r a l goods, tends to stagnate or even be p u l l e d 
down f u r t h e r as a r e s u l t of the mounting pressure of population 
2 4 / Re H e l f g o t t and S„ Schiavo-Campo, "An I n t r o d u c t i o n t o 
I n d u s t r i a l Planning", I n d u s t r i a l i z a t i o n and Productivity,, 
B u l l e t i n Wo. 36, United Wations, 1971, p. 7. 
- 25 -
on l a n d , by the mere f u n c t i o n i n g of the law of d i m i n i s h i n g 
r e t u r n s . I n other words, i n t e r n a t i o n a l trade and investment 
could act as an "escape valve" f o r the developing c o u n t r i e s , 
b r i n g i n g about the t r a n s i t i o n from stagnation to expansion. 
As Cairncross remarks, 
"... a g r i c u l t u r e i t s e l f i s r a r e l y the dynamic 
centre from which economic growth r a d i a t e s 
throughout the economy ... i t i s the dependent 
v a r i a b l e responding t o development i n other 
sectors of the economy or to the growth of 
demand i n f o r e i g n markets. 1 1 25/ 
The above simple analysis i n d i c a t e s c l e a r l y t h a t 
i n d u s t r i a l i s a t i o n provides u s u a l l y a f o c a l p o i n t i n development 
s t r a t e g y of developing c o u n t r i e s . - ^ / Aside from transforming 
domestic n a t u r a l resources i n t o u s e f u l products to meet basic 
needs of the p o p u l a t i o n , i t brings i n t o productive employment 
f a c t o r s of production which would otherwise have been i d l e 
or under-employed, or consumed ( i n the case of c a p i t a l ) . Thus, 
i t i s apt t o b r i n g about a b e t t e r a l l o c a t i o n of resources and 
save and/or generate f o r e i g n exchange by r e p l a c i n g imports and 
i n c r e a s i n g exports. 
I t i s r a t h e r paradoxical to mention, as an extension to 
the above a n a l y s i s , t h a t the p r i o r i t y accorded to i n d u s t r i a l 
p r o j e c t s does not seem to have a s i g n i f i c a n t i n f l u e n c e on the 
25/ A.K. Cairncross, Factors i n Economic Development (London; 
George A l l e n and Unwin L t d . , 1962), p. 23. 
26/ Although some economists are i n c l i n e d to consider i n d u s t r i a l i -
s a t i o n and economic development as completely inter-changeable, 
the f a c t remains t h a t the former i s a means f o r achieving 
the l a t t e r . On t h i s p o i n t , see G. M. Meier, Leading Issues 
i n Economic Development (USAs Oxford U n i v e r s i t y Press, I n c . , 
1970), pp. 5-6. 
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s t r u c t u r e of employment i n developing c o u n t r i e s . Modern 
manufacturing i n d u s t r y tends to create less employment per 
u n i t o f investment than most sectors of the economy, i n view 
of the bias f o r c a p i t a l - i n t e n s i v e techniques of production. 
This can be a t t r i b u t e d l a r g e l y to the f a c t t h a t developing 
c o u n t r i e s have l i m i t e d or no choice i n the techniques o f pro-
d u c t i o n , as c a p i t a l equipment are imported mainly from advanced 
i n d u s t r i a l c o u n t r i e s where c a p i t a l i s abundant and labour i s 
scarce. Although f a c t o r s u b s t i t u t a b i l i t y allows f o r some scope 
f o r increasing the degree of labour i n t e n s i t y (defined as the 
q u a n t i t y of labour per u n i t o f investment) i n i n d u s t r i a l p r o j e c t s , 
the choice of technique i n developing c o u n t r i e s i s u n l i k e l y to 
r e f l e c t f a c t o r endowment. On t h i s b a s i s , the p r i o r i t y given 
to the i n d u s t r i a l sector could act to reduce the "employment 
p o t e n t i a l " o f the economic s t r u c t u r e as a whole. Since the 
a g r i c u l t u r a l sector i n developing s e t t i n g s can r a r e l y be made 
more l a b o u r - i n t e n s i v e than already i s , the service sectors, which 
are by d e f i n i t i o n more l a b o u r - i n t e n s i v e than the i n d u s t r i a l 
sector, would be p o t e n t i a l l y more important as f a r as employment-
c r e a t i o n i s concerned 
I n determining the s e c t o r a l p r i o r i t i e s f o r investment, 
t h e r e f o r e , i t i s important to incorporate i n the analysis 
c r i t e r i a other than employment. I n d u s t r i a l a c t i v i t y i s p a r t i -
c u l a r l y conducive to the c r e a t i o n o f i n t e r - i n d u s t r y and i n t e r -
s e c t o r a l l i n k a g e s , and hence i t provides "growing p o i n t s " i n 
2 7 / On t h i s s p e c i f i c p o i n t , see the study o f A.S. Oberai, 
Changes i n the Str u c t u r e of Employment With Economic 
Development (G-eneva; I n t e r n a t i o n a l Labour O f f i c e , 1979) > 
e s p e c i a l l y pp. 34-36. 
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the economy. Through t h i s i t does not only help to expand 
the size of the domestic market, but also to create " e x t e r n a l 
economies" so t h a t investment i n one sector or i n d u s t r y may 
make investments i n others more p r o f i t a b l e H e n c e , i t i s 
more consistent w i t h the concept of development to group 
investments as a means f o r increasing f a c t o r p r o d u c t i v i t y . 
This idea merges w i t h the broader concept of "balanced growth", 
which advocates the a l l o c a t i o n of investments on a broad f r o n t 
i n order t o allow the various parts of the economy to move 
forward i n balance and be mutually supporting. 
The p o i n t t h a t needs to be h i g h l i g h t e d here i s t h a t 
i n d u s t r i a l i s a t i o n as a means f o r economic development and 
growth does not only improve the s e c t o r a l a l l o c a t i o n of 
resources ( e s p e c i a l l y c a p i t a l ) but also the e f f i c i e n c y w i t h 
which these resources are used. I t i s conducive to "agglo-
moration economies". Indeed, i t seems more r e a l i s t i c to 
consider w i t h respect to manufacturing i n d u s t r i a l p r o j e c t s the 
o p t i m a l i t y of t o t a l f a c t o r i n t e n s i t y , as may be determined by 
the s t a t e of a v a i l a b l e technology and r e l a t i v e f a c t o r p r i c e s . 
What concerns an entrepreneur operating i n a market economy 
28/ Scitovsky makes a d i s t i n c t i o n between "pecuniary" e x t e r n a l 
economies and the more t r a d i t i o n a l " t e c h n o l o g i c a l " e x t e r n a l 
economies. The former occurs when an investment i n i n d u s t r y 
leads to an expansion of i t s capacity and may consequently 
lower the p r i c e s o f i t s products and r a i s e the p r i c e s o f 
the i n p u t s used by i t . The lowering o f product p r i c e s 
b e n e f i t s the users o f these products, and when these b e n e f i t s 
accrue to f i r m s they are pecuniary e x t e r n a l economies. On 
the other hand, i f , as a p e c u l i a r i t y o f the production 
f u n c t i o n , the output o f a f i r m depends on the f a c t o r s 
u t i l i s e d by the f i r m and also on the output of another f i r m , 
then the e x t e r n a l economies are t e c h n o l o g i c a l . Tibor 
Scitovsky, "Two Concepts of E x t e r n a l Economies", Journal of 
P o l i t i c a l Economy, Vol. 62, No. 2, A p r i l 1 9 5 4 , pp. 143-151. 
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i s i n f a c t the o p t i m i s a t i o n o f t o t a l f a c t o r p r o d u c t i v i t y , 
r a t h e r than the labour or c a p i t a l i n t e n s i t i e s 0 The minimisa-
t i o n of production costs i n any productive operation (which 
i s the o v e r r i d i n g concern of the entrepreneur) depends on the 
t o t a l p r o d u c t i v i t y of the f a c t o r s u t i l i s e d . But when c o n s i -
dering the i n t e r - r e l a t i o n s h i p between cost o f production and 
i t s scale, the size o f the market emerges as a major determinant 
o~f "the e f f i c i e n c y of f a c t o r s of production. This makes i t 
i n e v i t a b l y important t o s h i f t the focus i n our ana l y s i s from 
aggregative- to micro-economic issues. 
Micro Economics of I n t e g r a t i o n 
As pointed out e a r l i e r , a major r a t i o n a l e f o r economic 
i n t e g r a t i o n among developing countries i s the economies of 
scale which could be reaped i n a l a r g e r market. A well-known 
c h a r a c t e r i s t i c of many i n d u s t r i e s i s t h a t production costs 
tend to decrease w i t h the increase i n capacity of the p l a n t , 
as a r e s u l t of the n o t i o n of " i n t e r n a l economies o f scale". 
These economies can be r e a l i s e d from the d i v i s i o n o f labour, 
the i n t e g r a t i o n of the production processes, and the mecha-
n i c a l advantage of ope r a t i n g l a r g e - s i z e equipment and machinery. 
Although the inverse r e l a t i o n s h i p between the average cost 
of production and the scale o f operation applies i n p r i n c i p l e 
to the various components o f production cost ( i n c l u d i n g raw 
m a t e r i a l s , power, labour and c a p i t a l ) , i t i s l i k e l y to be more 
pronounced w i t h respect to c a p i t a l and, to a lesse r e x t e n t , 
labour. I t i s always u s e f u l to make a d i s t i n c t i o n between two 
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types of costs. One i s the f i x e d cost which comprises the 
i n i t i a l investment made, and the other i s the v a r i a b l e cost 
which p e r t a i n s to the o p e r a t i o n of the p l a n t . 
I n a pioneering study, H a l d i and Whitcomb^/make 
r e v e a l i n g conclusions on the question of economies of scale 
which could be summarised as f o l l o w s ! 
a) economies o f scale can g e n e r a l l y be 
expected i n i n i t i a l investment costs 
i n most types o f p l a n t s and equipment, 
and t h a t p a r t i c u l a r l y i n the more 
c a p i t a l - i n t e n s i v e i n d u s t r i e s , savings 
i n c a p i t a l cost are an important source 
of scale economies; 
b) i n process p l a n t s , operating expenses 
f o r labour, supervision, and, maintenance 
also show s i g n i f i c a n t economies of scale; 
and, 
c) consumption of u t i l i t y services shows 
s l i g h t economies of scale, and consumption 
of raw m a t e r i a l s g e n e r a l l y shows none. 
E m p i r i c a l evidence of economies of scale i s scanty. 
But several attempts have been made to compile engineering 
data on how c a p i t a l (and other costs) vary w i t h capacity. 
I t can be observed t h a t w i t h i n a c e r t a i n range, the v a r i a t i o n 
i n c a p i t a l cost i s governed by a power f u n c t i o n o f capacity 
whose exponent v a r i e s from one i n d u s t r y to another (or even 
from one process to a n o t h e r ) . This basic r e l a t i o n s h i p can 
be expressed i n a formula as f o l l o w s ; 
29/ J. H a l d i and I ) . Whit comb, "Economies of Scale i n I n d u s t r i a l 





where I i s the c a p i t a l cost of an i n i t i a l p l a n t w i t h capacity 
C Q , 1^ i s the c a p i t a l cost o f i n s t a l l i n g a p l a n t w i t h capacity 
C^, and "a" i s an e m p i r i c a l exponential c o e f f i c i e n t ( o r the 
scale-up c o e f f i c i e n t ) which has to be between zero and one. 
Table 1.1 presents some o f the a v a i l a b l e estimates of 
the scale-up c o e f f i c i e n t , computed from the above formula. 
I t i s important to p o i n t out t h a t the d i f f e r e n t sources from 
which the data were obtained f o r computing these estimates 
d i d not always use the same procedures or apply the same 
d e f i n i t i o n s of cost or capacity, or s t i l l the same range of 
capacity. However, these estimates are u s e f u l i n p r o v i d i n g 
s u f f i c i e n t evidence o f the existence of sizeable economies of 
scale i n i n d u s t r i e s t h a t are h i g h l y r e l e v a n t i n an e a r l y stage 
of i n d u s t r i a l development. This was made more evident by 
compiling the i n d u s t r i e s i n the above t a b l e i n ascending order 
of the scale-up c o e f f i c i e n t . For example, i t can be assumed 
t h a t the doubling of capacity i n food i n d u s t r i e s r a i s e s costs 
by only 40 t o 50 per cent. I t f o l l o w s t h a t the smaller the 
scale-up c o e f f i c i e n t , the gre a t e r the p o t e n t i a l cost saving 
from concentrating production t o serve a wider market. 
Considering t h a t the primary aim of any developing 
country i s to derive the l a r g e s t increase i n income ( t o t a l 
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Table 1.1 
Estimates o f Economies o f Scale With 
Respect to C a p i t a l 
I n d u s t r y -
Process 
Scale-up 
c o e f f i c i e n t 
Indus t r y •= 
Process 
Scale-up 
C o e f f i c i e n t 
Gases" - i n d u s t r i a l ,3'0 
Beer o 3 8 
Sugar « 3 8 
Urea °40 
Vegetable o i l « 4 4 
Dyes o 4 7 
Sugar r e f i n i n g .50 
Newspapers .51 
Petroleum r e f i n i n g 
( gasoline) .51 
Canning o f f r u i t s and 
vegetables . 5 4 
P o l y v i n y l c h l o r i d e . 5 5 
Calcium oxide . 5 8 
Oxygen gas » 5 9 
Carbon black .60 
Ethylene .62 
Magnesium ( f e r r o s i l i -
cone process) 062 
Bread 062 
Acetylene ©67 
A i r c r a f t . 6 8 
B r i c k s 0 6 8 
Soap . 6 9 
Cement »70 
Soda ash »70 
Polymer .70 
Ammonium n i t r a t e „71 
F e r t i l i s e r s (chemical) .72 
Detergents . 7 4 
Motors ( e l e c t r i c ) . 7 4 
Glass containers ~ ~o?5~~ 
Petroleum r e f i n i n g 
(general) .75 
Caustic Soda .77 
Methanol .78 
Rubber .80 




P l a s t i c s .82 
Ste e l r o l l i n g .82 
Automobiles .82 
Jute manufactures .83 
D e s a l i n a t i o n .83 
R e f r i g e r a t o r s .84 
Machine t o o l s 086 
Generators ( t u r b i n e ) . 8 6 
Engineering castings.86 
D i e s e l engines .86 
Polyethelene „87 
Petroleum r e f i n i n g 
( a v i a t i o n f u e l ) .88 
Aluminum r o l l i n g .88 
Alumina „90 
Alumium i n g o t e§0 
Pulp and paper „90 
Footwear e93 
Source i Adapted and compiled from UNESOB, Regional Cooperation 
and Coordination i n the F i e l d o f I n d u s t r i a l Development 0 Appendix (E) - E m p i r i c a l Estimation o f Economies o f ~~ 
Scale, ES0B/PP/72/39/ReVo 1, A p r i l 1973 (mimeo.). 
- 32 -
or per ca p i t a ) from i t s a v a i l a b l e resources, the d e s i r a b i l i t y 
o f scale economies becomes amply evident. Economies o f scale 
render production cheaper and investment more pr o d u c t i v e , and 
i n t h i s sense i t "releases" some of the scarce resources f o r 
other uses. However, the existence o f economies of scale means 
th a t i f production i s lower than a c e r t a i n minimum-efficient-
scale diseconomies would a r i s e i n two major respects. F i r s t , 
w i t h a lower production the c a p i t a l - o u t p u t r a t i o becomes higher 
( i » j 8 o higher investment per u n i t of o u t p u t ) , and t h i s would 
make the investment l e s s j u s t i f i e d on the basis of i t s r a t e 
of r e t u r n . I n t h i s case, i t would be more reasonable to s h i f t 
the investment to another sector which can make a more e f f i c i e n t 
use of the scarce c a p i t a l resource. Second, i f the investment 
takes place anyway since the cost o f c a p i t a l enters i n t o the 
cost of production i n terms of d e p r e c i a t i o n and the rate of 
r e t u r n ( i n c l u d i n g i n t e r e s t ) , then a high c a p i t a l - o u t p u t r a t i o 
would increase production cost. This would have serious e f f e c t s 
on the i n t e r n a t i o n a l competitiveness o f production, o r , i f 
production i s o r i e n t e d towards the domestic market, i t would 
claim higher p r o t e c t i v e t a r i f f s or subsidies. 
To r e a l i s e f u l l y economies o f scale, a plant must 
operate at a large production l e v e l . Under con d i t i o n s o f 
f u l l u t i l i s a t i o n of cap a c i t y , the optimum scale would be reached 
when the long-run average cost of production i s lowest. Put 
d i f f e r e n t l y , i t i s a t t a i n e d at the p o i n t 
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"where the discounted value of production 
over time exceeds the discounted costs 
( i n c l u d i n g d e p r e c i a t i o n ) by the greatest 
amount." 30/ 
Several f a c t o r s i n t e r a c t to determine the a c t u a l size of the 
p l a n t , the two most c r i t i c a l being the technology used and 
the size of the market B I n general the more c a p i t a l - i n t e n s i v e 
the production process i s , the higher the scale of o u t p u t 0 
The f a c t t h a t labour i-s the abundant f a c t o r i n developing 
c o u n t r i e s makes the more l a b o u r - i n t e n s i v e techniques of pro-
d u c t i o n y i e l d the l e a s t u n i t - c o s t , Hence, t o the extent 
t h a t f a c t o r s u b s t i t u t i o n i s t e c h n o l o g i c a l l y p o s s i b l e , the 
adjustment of the f a c t o r mix i n the production process t o the 
r e l a t i v e costs of labour and c a p i t a l could help to lower the 
size o f the p l a n t i n developing c o u n t r i e s . 
Nevertheless, the size of the market can s t i l l be a 
l i m i t i n g f a c t o r f o r the scale of productions Most developing 
countries are characterised by a small domestic market, but 
w i t h p o t e n t i a l f o r growth. Under such c o n d i t i o n s , i t i s 
d i f f i c u l t t o determine the optimum scale o f production. I n 
order t o avoid a d d i t i o n a l costs i n expanding productive 
capacity as demand increases, there i s . a tendency i n many 
developing countries to a n t i c i p a t e demand expansion by b u i l d -
ing p l a n t s w i t h excess capacity despite the low r e t u r n on 
investment i n the e a r l y y e a r s . ^ 
30/ United Nations, "Plant Size and Economies of Scale", 
I n d u s t r i a l i z a t i o n and P r o d u c t i v i t y , B u l l e t i n No» 8, 
New York, 1964, p. 58. 
31/ I b i d . 
- 34 -
The usual case i n developing c o u n t r i e s i s t h a t , i n the 
absence o f reasonable exoort p o s s i b i l i t i e s , the domestic 
market i s incapable o f absorbing the minimum-efficient-scale 
output of a wide range of industries., Or, i f i t i s capable, 
i t i s not of a dimension to allow f o r an optimum scale of 
operation f o r minimum cost. This i s coupled w i t h the f a c t 
t h a t techniques o f production embodied i n c a p i t a l goods, 
designed f o r i n d u s t r i a l i s e d countries and imported by develop-
i n g c o u n t r i e s , are geared f o r large-scale p r o d u c t i o n , and 
these techniques are u s u a l l y r i g i d l y determined to allow f o r 
any s u b s t a n t i a l m o d i f i c a t i o n i n c a p i t a l - o u t p u t r a t i o . 
I n t h i s context, i t i s possible to v i s u a l i s e how the 
size of the market could be instrumental not only i n o p t i m i s i n g 
the performance of the f a c t o r s of production, but also a c c e l e r a t -
ing the r a t e o f economic growth and enhancing the productive 
c a p a b i l i t y o f the country concerned. What promotes the-
i n f l u e n c e of the market size i n t h i s d i r e c t i o n i s t h a t economic 
development u s u a l l y e n t a i l s the adoption o f p r o t e c t i v e p o l i c i e s 
which give r i s e to higher costs of production. The operation 
w i t h i n a captive domestic market reduces the scope f o r 
competition and leads to negative i m p l i c a t i o n s on the o v e r a l l 
cost of development and the a l l o c a t i o n of resources. 
But i t needs to be stressed here t h a t the modern 
arguments f a v o u r i n g "growth i n leaps" i n order to take 
advantage of economies of scale, are i n c o n f l i c t w i t h the 
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l i m i t e d domestic market and the r e l a t i v e s c a r c i t y of c a p i t a l 
supply which c o n s t r a i n t h i s type o f growth. I t i s not l i k e l y 
f o r any one developing country ( o f small or medium size) to 
be able t o finance and provide a market domestically f o r the 
output o f at l e a s t one optimum-sized p l a n t i n every i n d u s t r i a l 
branch„2=§/ This i s f u r t h e r aggravated by the understandably 
l i m i t e d competitive s t r e n g t h of developing c o u n t r i e s i n 
e x t e r n a l markets, as w e l l as by t h e i r l i m i t e d capacity t o 
borrow both medium- and long-term from i n t e r n a t i o n a l c a p i t a l 
markets a t competitive r a t e s o f interest., What emerges from 
t h i s i s a c l e a r c o n f l i c t i n developmental o b j e c t i v e s which 
cannot be resolved i n a purely n a t i o n a l context. 
A developing country o f a small or medium size can 
pursue economic development on the basis o f e i t h e r one o f the 
f o l l o w i n g two strategies,, One i s a broadly-based s t r a t e g y 
which aims at i n c r e a s i n g s e l f - r e l i a n c e by narrowing the gap 
between the s t r u c t u r e s of domestic demand and output. This 
s t r a t e g y has a s p e c i a l appeal to developing c o u n t r i e s i n view 
of i t s importance i n reducing the dependence on the outside 
w o r l d o But t h i s s e l f - c o n t a i n e d development would e n t a i l a 
h i g h resource cost ( i n terms of both m i s a l l o c a t i o n o f resources 
and foregoing the advantage of scale economies) and t h i s i s 
not l i k e l y t o be o f f s e t by the gains from e x t e r n a l economies 
inherent i n such a strategyo The o t h e r s t r a t e g y aims a t 
concentrating development i n one sector which has considerable 
32/ See on t h i s p o i n t Tibor Scitovsky, "Growth -- Balanced or 
Unbalanced" 9 i n M. Abramovitz ( e d . ) 9 The A l l o c a t i o n o f Economic Resources (Stanford t Stanford U n i v e r s i t y Press 9 1959), pp. 212-213o 
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growth p o t e n t i a l (e.g. i n d u s t r y ) and could act as a "leading 
sector" i n the o v e r a l l development process. Although t h i s 
s t r a t e g y could have undeniable e f f e c t s on the dynamic e f f i c i e n c y 
i n the u t i l i s a t i o n o f n a t i o n a l resources, i t i s apt to per f a 
petuate the overdependence on e x t e r n a l markets. 
The above a n a l y s i s brings i n t o focus how economic 
I n t e g r a t i o n among a group of" small developing c o u n t r i e s isould 
provide a more favourable long-run economic environment f o r 
developing t h e i r n a t i o n a l resources. I t emerges as a means 
f o r achieving more economically (through economies of scale) 
the ends served by p r o t e c t i o n , and f o r promoting (through 
country s p e c i a l i s a t i o n i n production) a more balanced growth 
f o r the i n t e g r a t i n g c o untries as a whole. I n other words, 
r e g i o n a l economic i n t e g r a t i o n could be looked upon as a 
stra t e g y f o r r a t i o n a l i s i n g the use of resources and achieving 
greater s e l f - r e l i a n c e on a c o l l e c t i v e b asis. 
As pointed out at the beginning o f t h i s p a r t o f the 
chapter, the dynamic e f f e c t s o f i n t e g r a t i o n are f a r more 
important than the s t a t i c e f f e c t s w i t h respect t o the develop-
ing c o u n t r i e s . But the former must not overshadow the l a t t e r . 
Competitive pressures are l i k e l y t o emerge w i t h market i n t e g r a -
t i o n , thus i n c r e a s i n g the e f f i c i e n c y o f e x i s t i n g f a c t o r i n p u t s 
through r e - a l l o c a t i n g resources and/or r e - o r g a n i s i n g the work 
process and p r o v i d i n g motivations t o increase labour pro-
d u c t i v i t y . ^ ^ Therefore, the gains a r i s i n g from scale economies 
33/ l e i b e n s t e i n termed m o t i v a t i o n a l or n o n - a l l o c a t i v e 
e f f i c i e n c y as " x ~ e f f i c i e n e y " . See H. Leibe n s t e i n , 
J'Allocative E f f i c i e n c y vs. X - E f f i c i e n c y " , American 
Economic Heview, V o l . 56 r 1966, pp. 392-413. 
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ought t o be super-imposed upon the gains from the r e a l l o c a t i o n 
of resources made possible by the enlargement o f the market. 
I n t h i s respect, Corden proposes t h a t the i n t r o d u c t i o n of 
economies of scale i n t o the theory o f customs unions gives 
r i s e t o "cost-reduction e f f e c t " and "trade-suppression e f f e c t " 
and these e f f e c t s ought to be added to the Vin e r i a n concepts 
o f trade c r e a t i o n and trade d i v e r s i o n . He argues f u r t h e r t h a t 
the c o s t - r e d u c t i o n e f f e c t d i f f e r s from trade c r e a t i o n e f f e c t 
i n t h a t " i t i s the r e s u l t not o f a movement to a cheaper source 
of supply but r a t h e r to the cheapening of an e x i s t i n g source 
of supply". On the other hand, the trade-suppression e f f e c t 
i s a k i n to trade d i v e r s i o n since i t involves the replacement 
of cheaper imports o f one o f the union-members from outside 
the union by more expensive production established i n i t a f t e r 
the formation of the u n i o n . ^ / 
I t must be recognised, however, t h a t the increase i n 
competition w i t h i n the i n t e g r a t e d market i s not always 
des i r a b l e w i t h respect t o e x i s t i n g i n d u s t r i e s , as i t i s 
p o l i t i c a l l y d i f f i c u l t f o r governments t o accept the 
"c r e a t i v e d e s t r u c t i o n " of e x i s t i n g i n d u s t r i e s . ^ / With respect 
to new investments, i t must be assumed t h a t the enlarged 
market i s of optimum size economically, i n order to allow 
competition t o take e f f e c t , and as such i t i s a m u l t i p l e o f 
the t e c h n o l o g i c a l optimum. When cons i d e r i n g , t h e r e f o r e , t h a t 
34/ W. M. Corden, "Economies o f Scale and Customs Union Theory", 
Journal o f P o l i t i c a l Economy, Vol. 80, 1972, pp. 465-475. 
35/ Kahnert ( e t . a l . ) , op. c i t . , p. 18. 
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a major purpose o f market i n t e g r a t i o n i s to reach the techno-
l o g i c a l optimum f o r a number of i n d u s t r i a l branches, i t i s 
d i f f i c u l t to see how b e n e f i t s from competition could arise„ 
However, i t might be possible to achieve some of the b e n e f i t s 
of competition by keeping the l e v e l o f p r o t e c t i o n against the 
outside world a t a low l e v e l . Otherwise, the b e n e f i t s derived 
from economies o f scale might be p a r t l y o f f s e t by the i n e f f i -
c i e n c i e s which ch a r a c t e r i s e a monopoly p o s i t i o n . 
I n a d d i t i o n , the c r e a t i o n o f an enlarged protected 
market provides a g r e a t e r scope f o r investment and t r a d e . 
P r i v a t e domestic savings as w e l l as f o r e i g n c a p i t a l may f i n d 
i t p r o f i t a b l e to i n v e s t i n large-scale i n d u s t r i e s which cannot 
operate economically i n a smaller market. Foreign investments 
may be accompanied by t e c h n o l o g i c a l and managerial s k i l l s not 
a v a i l a b l e d o m e s t i c a l l y . But of course one must r e a l i s e t h a t 
i f the i n d u s t r y i s f o r e i g n owned, the p r o f i t s accrue to the 
o u t s i d e . With h i g h e r income i n the i n t e g r a t i n g countries 
r e s u l t i n g from the dynamic e f f e c t s , trade i s l i k e l y to expand 
and f i n a n c i a l flows increase not only among these c o u n t r i e s 
but also between them and the r e s t of the world. 
To summarise, we can say t h a t r e g i o n a l economic i n t e g r a t i o n 
among developing c o u n t r i e s o f f e r s the best p o s s i b i l i t y f o r 
overcoming the l i m i t a t i o n s imposed on the development process 
by the smallness of the domestic market. Though under "trade 
d i v e r t i n g " c o n d i t i o n s , i t i s apt to provide a broader o p p o r t u n i t y 
f o r o p t i m i s i n g the p r o d u c t i v i t y o f n a t i o n a l resoiirces o f the 
i n t e g r a t i n g c o u n t r i e s , and f o r c r e a t i n g a more p o s i t i v e 
s t r u c t u r a l dependence among them w i t h a view to enhance 
c o l l e c t i v e l y t h e i r s e l f - r e l i a n c e and bargaining power c I t can 
be s a i d , t h e r e f o r e , t h a t the dynamic a n a l y s i s i n the theory of 
economic i n t e g r a t i o n tends to be inward-looking as i t defends 
the growth and development i n t e r e s t s o f the i n t e g r a t i n g c o u n t r i e s . 
I n c o n t r a s t , the s t a t i c a n alysis of the theory tends to be 
outward-looking as i t defends the welfare i n t e r e s t s of the world 
as a whole. 
A Conceptual Approach f o r I n t e g r a t i o n 
Any country would p a r t i c i p a t e i n an i n t e g r a t i o n 
scheme i f there i s a prospect f o r economic g a i n , ^ ^ and i t 
would only r e t a i n i t s p a r t i c i p a t i o n as long as i t considers 
i t s e l f , a t l e a s t i n the longer run, b e t t e r o f f i n the scheme 
than outside i t . At the same time, any i n t e g r a t i o n scheme 
would not endure unless a reasonably equitable d i s t r i b u t i o n 
o f b e n e f i t s and costs i s maintained among the p a r t i c i p a n t s . 
There i s a c l e a r tendency on the pa r t of developing 
c o u n t r i e s to emulate the West European i n t e g r a t i o n model which 
i s based merely on trade l i b e r a l i s a t i o n . I t has become amply 
evident from past experiences t h a t t h i s approach i s not 
compatible w i t h the p r i n c i p l e of r e c i p r o c i t y of b e n e f i t s and 
56/ Of course, there may be p o l i t i c a l gains from i n t e g r a t i o n , 
but as pointed out e a r l i e r our a n a l y s i s considers only 
the economic aspects. 
- 40 -
c o s t s . — ' This can be explained i n terms o f two sets o f 
c o n t r a s t i n g e f f e c t s which accompany the process o f economic 
i n t e g r a t i o n : one i s the "spread e f f e c t s " and the other i s the 
"backwash e f f e c t s " . T h e spread e f f e c t s are those t h a t 
work towards minimising income d i s p a r i t i e s w i t h i n the enlarged 
market area. They include f a c t o r s such as increased demand 
i n the more developed centres f o r the products of the less 
developed areas and the transmission from the former to the 
l a t t e r improved s k i l l s , c a p i t a l and technology. On the other 
hand, the backwash e f f e c t s are those which exacerbate the 
d i s p a r i t i e s i n the l e v e l s o f economic development between the 
various regions w i t h i n the enlarged market area. They comprise 
the movement o f s k i l l s and c a p i t a l to the more developed 
centres as w e l l as the concentration o f new i n d u s t r i e s i n 
these centres. 
The economic environment i n developing c o u n t r i e s or 
areas i s susceptible to backwash e f f e c t s , e s p e c i a l l y when these 
areas are at diverse l e v e l s of development. To t h i s e f f e c t 
Balassa s t a t e s ! 
37/ For example, i n the East A f r i c a n Common Market, Uganda and 
Tanganyika have continuously argued t h a t a l l the gains were 
going to Kenya. Also i n the Central American Common Market, 
Honduras and Nicaragua had the same argument against the 
other members, namely, Guatemala, E l Salvador and Costa Rica. 
See R.D. Hansen, " P o l i t i c a l Theory and Regional I n t e g r a t i o n ; 
The F i r s t Ten Years", i n R. H i l t o n ( e d . ) , The Movement 
Toward L a t i n American U n i t y (New Yorki Frederick A.Praeger, 
1969), PP. 22-23. 
38/ These terms were coined by Myrdal. Hirschman r e f e r r e d t o 
the same e f f e c t s as " p o l a r i z a t i o n e f f e c t s " and " t r i c k l i n g -
down e f f e c t s " , r e s p e c t i v e l y . See Gunnar Myrdal, Economic 
Theory and Under-Developed Regions (London: Methuen & Co. 
L t d . , 1972), pp. 23-38; and, A l b e r t Hirschman, The Strategy 
of Economic Development (New Haven; Yale U n i v e r s i t y Press, 
1958), pp. 187-190. 
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"With an imperfect p r i c e system, p r i m i t i v e 
t r a n s p o r t a t i o n f a c i l i t i e s , and uneven 
d i s t r i b u t i o n o f s o c i a l and economic overhead 
i n these areas, agglomerative tendencies 
assume importance. These are r e l a t e d t o the 
a v a i l a b i l i t y of overhead c a p i t a l , s k i l l e d 
l a b o r and l i n k e d i n d u s t r i a l processes, when 
the l a t t e r not only provide ready markets 
and low-cost i n p u t s but also c o n t r i b u t e to 
f u t u r e improvements through the exchange 
of t e c h n o l o g i c a l i n f o r m a t i o n and induced 
t e c h n i c a l change." 39/ 
Hence, less developed countries o f t e n f i n d themselves 
at a disadvantage when j o i n i n g a market i n t e g r a t i o n scheme, 
and the least, developed countries are always at a disadvantage. 
This finds expression i n several respects. F i r s t , the less 
developed country ( o r c o u n t r i e s ) would no longer be i n a 
p o s i t i o n to p r o t e c t i t s i n d u s t r i e s against imports from the 
more developed countries i n the union. Even i f the cost 
s t r u c t u r e s o f the i n t e g r a t i n g c o untries are the same, economic 
a c t i v i t y may concentrate i n the more developed country to make 
use of economies of scale and b e n e f i t s from e x t e r n a l i t i e s . — ' 
Furthermore, the more developed country may e s t a b l i s h i n d u s t r i e s 
which provide l i t t l e or no b e n e f i t to the i n t e g r a t i n g region 
35/ Bela Balassa, Economic Development and I n t e g r a t i o n 
(Mexico: Centro de Estudios Monetarios Latinoamericanos, 
1965), p. 123. 
40/ B.F. Massell, East A f r i c a n Economic Union: An Evaluation 
and Some I m p l i c a t i o n s f o r P o l i c y (Santa Monia, C a l i f . : 
Rand Corporation, 1963), p. 40. 
4_1/ Peter Rob son, Regional I n d u s t r i a l Cooperation: An Appre-
c i a t i o n o f the Major Problem Areas and Scope f o r UNIDO 
A c t i o n , Expert Group Meeting on Regional I n d u s t r i a l 
Cooperation, Vienna, 6-10 December 1971, ID/WG.111/3, 
UNIDO, December 1971, p. 3. 
40/  
as a whole. 41/ Secondly, through trade d i v e r s i o n the less 
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developed country would "subsidise" expanded employment and 
income generation i n the more developed producing country, 
and t h i s s t r a i n s the balance of payments of the former country 
and decreases i t s r e a l income. T h i r d l y , the less developed 
country tends t o s u f f e r more from the loss of t a r i f f revenue 
as a r e s u l t of the e l i m i n a t i o n o f d u t i e s among the i n t e g r a t i n g 
countries as w e l l as the decline o f imports from the outside 
worldo This i s due to the f a c t t h a t customs d u t i e s form a 
s i g n i f i c a n t source of revenue i n most developing c o u n t r i e s , and 
i t might be d i f f i c u l t to o f f s e t the l o s s of t a r i f f revenue by 
42/ 
i n c r e a s i n g d i r e c t t a x a t i o n . 
The problem of d i s t r i b u t i o n o f b e n e f i t s and costs 
could a r i s e even when the i n t e g r a t i n g c o u n t r i e s are at the 
same l e v e l o f development. One country may be, i n terms of 
economic size and resources, more capable than the others i n 
e x p l o i t i n g the o p p o r t u n i t i e s f o r development and progress 
opened by t h e i r economic i n t e g r a t i o n . N a t u r a l l y , t h i s works 
to s t r a i n the r e l a t i o n s between the i n t e g r a t i n g c o u n t r i e s and 
could have a d i s r u p t i v e e f f e c t . Also even when the b e n e f i t s 
are d i s t r i b u t e d e q u i t a b l y , the r e s u l t i n g d i s t r i b u t i o n o f 
economic a c t i v i t i e s may be unacceptable to some of the member-
c o u n t r i e s . This could happen, f o r instance, when i n d u s t r i a l 
a c t i v i t y concentrates i n one country and a g r i c u l t u r a l a c t i v i t y 
i n another. 
42/ The loss o f t a r i f f revenues increases i n the longer run as 
the process of i m p o r t - s u b s t i t u t i o n w i t h i n the i n t e g r a t e d 
r e g i o n accelerates. On t h i s p o i n t see J.C. L e i t h , "The 
Customs Revenues Loss i n A Southeast Asian Customs Union", 
Journal o f Development Studies, V o l . 5 9 No. 2, 1969, pp. 1*2-145. " 
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I t can be suggested t h a t economic i n t e g r a t i o n i s l i k e l y 
to proceed smoothly between countries which are at about the 
same l e v e l o f development and the same economic s i z e . But 
as can be seen from e x i s t i n g r e g i o n a l groupings among develop-
ing c o u n t r i e s , such co u n t r i e s may d i s p l a y market assymmetry i n 
size and l e v e l o f development. I n order t h a t r e g i o n a l trade 
l i b e r a l i s a t i o n be acceptable to a l l c o u n t r i e s , a reasonably 
eq u i t a b l e d i s t r i b u t i o n o f b e n e f i t s and costs must be a t t a i n e d 
at the s t a r t and throughout the i n t e g r a t i o n process. Otherwise, 
a f e e l i n g o f u n c e r t a i n t y or o f p o t e n t i a l i n f e r i o r i t y might 
p r e v a i l between the p a r t i c i p a n t s , and 
"the merging o f the markets may then appear 
to be l i k e a leap i n t o the unknown". 43/ 
Since trade l i b e r a l i s a t i o n a f f e c t s only the demand side of 
the p i c t u r e , i t ought to be supplemented i n the case of the 
developing countries w i t h other p o l i c i e s to a f f e c t the supply 
side i n a way which would be desirable to a l l c o u n t r i e s 
concerned. 
The i m p l i c a t i o n of the above ana l y s i s i s t h a t economic 
i n t e g r a t i o n among developing countries i s marked w i t h great 
u n c e r t a i n t y and has proved to be an arduous t r a n s i t i o n . I t s 
success seems to hinge much on the a b i l i t y of the i n t e g r a t i n g 
c o untries to adopt an a l i o c a t i v e approach which would s i m u l -
taneously avoid the occurance of " d i s t r i b u t i o n c r i s e s " and 
43/ UNCTAD, Trade Expansion and Economic I n t e g r a t i o n Among 
Developing Countries, Report by the S e c r e t a r i a t o f UNCTAD, 
United Nations p u b l i c a t i o n s , Sales No.s 67.IIoD.20, New 
York, TD/B/85/ReVo 1, 1967, Po 21. 
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ensure the harmonisation of t h e i r investment and production 
programmes, so as to take advantage of scale and complementarity 
i n an enlarged market. I n t r i n s i c a l l y , such an approach aims 
at p a r t i a l r a t h e r than comprehensive i n t e g r a t i o n , as i t tends 
to concentrate i n i t i a l l y on the a c t i v i t i e s or sectors i n which 
the concept of i n t e g r a t i o n can d i s p l a y i t s e l f most s u c c e s s f u l l y . 
Once t a n g i b l e gains are r e a l i s e d i t would be possible to extend 
g r a d u a l l y the scope o f i n t e g r a t i o n to include other sectors. 
As can be n o t i c e d from the preceding a n a l y t i c a l discussion 
of the e x i s t i n g theory o f economic i n t e g r a t i o n , t h i s theory 
focuses on i n d u s t r i a l a c t i v i t y and gives no c o n s i d e r a t i o n t o 
a g r i c u l t u r e . This could be explained by a number of reasons. 
One reason i s the importance which i n d u s t r i a l i s a t i o n assumes 
i n the o v e r a l l process of economic development. Since economic 
i n t e g r a t i o n among developing countries i s u s u a l l y conceived 
as a s t r a t e g y f o r economic development, i n d u s t r i a l i n t e g r a t i o n 
i s apt t o l i e at the centre of the i n t e g r a t i o n process. Another 
reason i s the high c o r r e l a t i o n between the size o f the market 
and the p r o d u c t i v i t y v a r i a t i o n s i n i n d u s t r y . This c o r r e l a t i o n 
i s d i c t a t e d mainly by the t e c h n o l o g i c a l progress which f i n d s 
expression i n s o p h i s t i c a t e d l a r g e - s i z e equipment and machinery. 
Turning to a g r i c u l t u r a l a c t i v i t y , i t can be noticed t h a t i t 
could be performed on a r e l a t i v e l y small scale. Generally, 
44/ Sector-by-sector i n t e g r a t i o n i s more appropriate i n cases 
where the countries concerned are ready to make l i m i t e d 
s a c r i f i c e s i n n a t i o n a l economic sovereignty, as i m p l i c a -
t i o n s can be assessed w i t h relatiA^e accuracy. But a major 
t h e o r e t i c a l o b j e c t i o n t o i t i s t h a t i t does not provide 
a wide scope f o r t r a d e - o f f s i n b e n e f i t s and costs across 
a l l sectors. 
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the f a c t o r s of production i n a g r i c u l t u r a l a c t i v i t y are h i g h l y 
d i v i s i b l e , and t h i s renders the production f u n c t i o n o f farms 
more f l e x i b l e . I t i s po s s i b l e , t h e r e f o r e , to organise a g r i -
c u l t u r a l farms so as the minimum l e v e l o f production does not 
require the pooling o f markets. The major exception to t h i s 
would be large p l a n t a t i o n s t h a t are h i g h l y mechanised and whose 
production i s p r i m a r i l y destined to export markets. 
Yet, t h i s should not mean t h a t a g r i c u l t u r a l a c t i v i t y 
cannot be organised or managed so as to a t t a i n economies o f 
scale and thus make a more r a t i o n a l use o f scarce resources. 
I t i s possible to reduce the u n i t - c o s t of c a p i t a l expenditures 
(e.g. land reclamation, i r r i g a t i o n f a c i l i t i e s , road network, 
e t c . . ) by inc r e a s i n g the area put under c u l t i v a t i o n , provided 
t h a t t h i s could be j u s t i f i e d by the e x i s t i n g markets, domesti-
c a l l y and abroad. I n conjunction w i t h t h i s , v a r i a t i o n s i n 
cl i m a t e , s o i l and other n a t i o n a l conditions among a r e g i o n a l 
grouping could allow a g r i c u l t u r a l s p e c i a l i s a t i o n and comple-
me n t a r i t y . The c r e a t i o n of a r e g i o n a l market would not only 
avoid d u p l i c a t i o n i n production, but also promote confidence 
and s t a b i l i t y o f expectations f o r producers. Furthermore, 
economies of scale could be derived" from p o o l i n g a g r i c u l t u r a l 
research and in n o v a t i o n e f f o r t s . 
There i s no doubt t h a t the twinning o.f i n d u s t r i a l and 
a g r i c u l t u r a l s p e c i a l i s a t i o n i n a protected r e g i o n a l market 
would strengthen the foundation f o r i n t e g r a t i o n . A g r i c u l t u r a l 
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s p e c i a l i s a t i o n would provide a wider market f o r some i n d u s t r i e s 
which b e n e f i t from scale economies such as f e r t i l i s e r s and 
a g r i c u l t u r a l machinery. Also i t would provide some import-
s u b s t i t u t i o n i n d u s t r i e s w i t h important i n p u t s , e s p e c i a l l y food 
i n d u s t r i e s which are v i t a l i n meeting the incr e a s i n g food 
requirements i n developing c o u n t r i e s . When recognising t h a t 
c a r r y i n g out production p o l i c i e s i n a r e g i o n a l context reduces, 
i n comparison w i t h a n a t i o n a l context, the cost of development 
and i m p o r t - s u b s t i t u t i o n , we can presume t h a t the investments 
("whether i n d u s t r i a l or a g r i c u l t u r a l ) which would be influenced 
most are those geared t o production f o r the (small) domestic 
market. Indeed, i t i s the enlarged market which induces the 
investments causing the desired growth and development. 
Thus, i t i s possible to single out the economic areas 
which form a f e r t i l e t e r r a i n f o r i n t e g r a t i o n . They would 
comprise p r i m a r i l y the productive u n i t s which support n a t i o n a l 
development o b j e c t i v e s and whose minimum-efficient-scale requires 
a l a r g e r market. A f t e r i d e n t i f y i n g these u n i t s , a s e l e c t i o n 
of them would be a l l o c a t e d on an "equitable basis" among the 
i n t e g r a t i n g c o u n t r i e s . But t h i s r e quires f i r s t the development 
of a proper methodology f o r measuring the b e n e f i t s and costs of 
i n t e g r a t i o n p r o j e c t s , and then Revising an approach by which 
these b e n e f i t s and costs could be d i s t r i b u t e d among the p a r t i -
c i p a t i n g c o u n t r i e s . These two aspects w i l l be d e a l t w i t h i n 
the next two chapters. 
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CHAPTER TWO 
EVALUATION OP ECONOMIC INTEGRATION PROJECTS 
To have a reasonable prospect for success and 
durability$ any economic integration scheme must ensure 
from the beginning "equity" i n the di s t r i b u t i o n of benefits 
and costs among the participating countries» This makes 
i t important to distinguish between the benefits and costs 
for the regional grouping as a whole and those for the 
participants ind i v i d u a l l y . To f a c i l i t a t e the solution of 
t h i s d i s t r i b u t i o n a l problem^ i t i s necessary to develop an 
operational methodology for identifying and measuring the 
integration e f f e c t s from the standpoint of each of the 
participants as well as from that of the integration scheme 
The purpose of the present chapter i s to develop such 
a methodologyj with the case of the Arab Middle East countries 
i n mindo While the methodology must be reasonably simple to 
match the limited a v a i l a b i l i t y of data i n the Arab region 9 
i t must provide a framework where as many benefit-cost factors 
as possible can be considered e This i s stressed further by 
the complexity of measuring the benefits and costs from the 
point of view of each country i n the regions, i n view of 
the heterogeneity of t h e i r l e v e l s of economic developments, 
socio-economic systems, resource endowments, and economic 
objectives and priorities,, 
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I t i s evident from the preceding chapter that the 
required methodology r e l a t e s to the evaluation of individual 
"integration p r o j e c t s " 9 which may be contemplated by the 
integrating countries ae a means for accelerating development 
and growth and strengthening t h e i r economic interdependence* 
Considering that t h i s approach renders economic integration 
as a supplement to national development e f f o r t s i n the 
integrating countries rather than a substitute for them9 the 
relevant question which the methodology needs to answer i s 
what w i l l be the impact "with" or "without" the p r o j e c t 9 
the difference between the two situations, i n general P being 
the net additional benefit a r i s i n g from the project© I t 
should be possible by applying t h i s methodology to determine 
whether the "integration project" i n question i s acceptable, 
and i f so whether i t i s a better alternative to a s i m i l a r 
national project from the standpoint of resource use e 
The substance of t h i s chapter f a l l s into three parts• 
In the f i r s t part an attempt w i l l be made to set a d e f i n i t i o n 
for an "integration project" and to depict the basic 
c h a r a c t e r i s t i c s which make i t d i s t i n c t from a national 
project. The second part w i l l be concerned with setting 
guidelines for the i d e n t i f i c a t i o n of benefits and costs of 
integration and for selecting the proper variables for 
measuring thenu I n the t h i r d parts, " t n e methodology w i l l 
be spelled out through a formal treatment of integration 
project evaluation,, 
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Definition of an "Integration Project" 
A project may be defined as a proposal for an 
investment to create, expand and/or develop cer t a i n f a c i l i t i e s 
so as to increase the production of goods and/or services 
i n a specified community during a certain period of time© 
As a unit of investment that needs to be evaluated v any 
project ought to be distinguished t e c h n i c a l l y s commercially 9 
and economically from other investments i n the same s e t t i n g s ^ 
Generally9 a project could be of economic interest 
to one or more countries other than that i n which i t i s 
located*. In one respect? a project may be t o t a l l y national? 
but of importance to some neighbouring countries 0 For example 
a national seaport could be v i t a l to the economies of other 
countries i n the same region which are land-locked« In 
addition 9 a project may be multinational and has to be 
conceived by two or more countries i n the framework of a 
regional agreement9 i n view of i t s region-wide e f f e c t s e I t 
i s possible to have a project with multinational financingp 
but i t s e f f e c t s are confined to the country i n which i t i s 
located,, In t h i s case the project would be a national on® 
despite the multinational character of i t s financing,. This 
can be taken to suggest that what distinguishes a multi° 
national project from a national one i s that the former 
generates economic eff e c t s for two or more countries and i s 
~L/ This d e f i n i t i o n i s based on UNIDO-IDCAS 5 Manual for Evaluation of I n d u s t r i a l Projects i n Arab Countries*, tfflXDO/ICISol Eev e 1, 13 July 1976 9 pp. 16-17 (mimeo e) s 
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governed by an i n s t i t u t i o n a l arrangement concluded among 
these countries» 
Evidently 9 an "integration project" can be c l a s s i f i e d 
as a multinational project. The main factors distinguishing 
i t are i t s multinational character, i t s contribution to the 
integration process, and the necessity of a multinational 
i n s t i t u t i o n a l framework for i t s implementation$ Although i t 
i s up to the countries concerned to agree among themselves on 
the projects which are to be considered as integration projects, 
i t i s possible to depict the major c h a r a c t e r i s t i c s distinguish-
ing them as f a r as t h e i r contribution to the integration 
process i s concerned„ 
An integration project could be looked upon as an 
es s e n t i a l instrument for the r e a l i s a t i o n of the objectives 
of integration which have d i r e c t developmental implications 
for the participating countries• There i s a general recognition 
that economies of scale and the need to have access to a 
regional market from both the output and input standpoints 
are major distinguishing features of an integration project» 
The presence of scale economies implies that long-run marginal 
cost i s l e s s than long-run average cost? and that the l a t t e r 
declines throughout the conceivable range of plant capacities• 
But a definite lower l i m i t may e x i s t on the achievement of 
scale economies due to the concept of "minimum-=efficient~scale" 0 
2/ United Nations 9 Current Problems of Economic Integration! The Role of Multilateral-.•Financial I n s t i t u t i o n s i n Promoting Integration Among Developing Countries^ UNGTAB, TD/B/551P 
New York s 1975, p. 16. 
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I t i s s p e c i f i c a l l y i n t h i s case that market i n t e g r a t i o n 
becomes the most d e s i r a b l e a l t e r n a t i v e f o r a country having 
a s m a l l domestic market and l i m i t e d export p o s s i b i l i t i e s o 
Henc© 9 an i n t e g r a t i o n p r o j e c t i s one which i s not only 
c h a r a c t e r i s e d by s c a l e Qconomies 9 but a l s o by the f a c t t h a t 
a s i g n i f i c a n t proportion of i t s output i s d e s t i n e d to meet 
demand i n other member-countries 0 Simultaneously 9 the production 
f u n c t i o n o f an i n t e g r a t i o n p r o j e c t tends to be dependent on 
the supply of some inputs ( i n c l u d i n g labour and c a p i t a l ) from 
other c o u n t r i e s i n the same regiono I n other words, an 
i n t e g r a t i o n p r o j e c t i s one t h a t has economic e f f i c i e n c y e f f e c t s 
f o r a r e g i o n a l grouping and i t s memberecountries 9 and generates 
a g r e a t e r degree o f economic interdependence among these 
e o u n t r i e s 0 
A c o r o l l a r y of the above c h a r a c t e r i s t i c s i s that 
i n t e g r a t i o n p r o j e c t s are l i k e l y to be i n s t r u m e n t a l i n 
a c c e l e r a t i n g the r a t e of economic growth i n the i n t e g r a t i n g 
c o u n t r i e s 9 i n b r i n g i n g about a g r e a t e r degree of s e l f -
r e l i a n c e f o r the r e g i o n 9 and i n r e s t r u c t u r i n g the i n t e g r a t i n g 
economies to a t t a i n s e l f - s u s t a i n e d growtho I n f a c t 0 given 
these advantages i n t e g r a t i o n p r o j e c t s ought to be d o v e t a i l e d 
i n t o the n a t i o n a l development plans of the i n t e g r a t i n g c o u n t r i e s 9 
as they are apt to be conducive to f u r t h e r i n t e g r a t i o n and 
b r i n g about the formation of a r e g i o n a l economic s t r u c t u r e 0 
The i d e n t i f i c a t i o n of an i n t e g r a t i o n projects, therefore 9 
i n v o l v e s the d e t e c t i o n of a r e l a t i o n s h i p between the i n t e g r a t i o n 
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objectives and the c h a r a c t e r i s t i c s of the investment projecto 
But the eventual sele c t i o n of an integration project from 
amongst a number of candidate projects r e s t s b a s i c a l l y on the 
measurement of i t s p r o f i t a b i l i t y 0 An integration project 
would be at t r a c t i v e to a regional grouping eithe r i f i t 
ensures for a member-country the profitable production of a 
commodity9 or i f i t enables i t to import cheaply a product 
from another member-countryo The usual case i s that an 
integration project i s not profitable when producing for a 
national market only, but could become profitable when 
combining the markets of the prospective partnerso 
Using cost minimisation as a c r i t e r i o n for project 
selection, i t would be possible to identify alternative 
investment programmes which meet given requirements at a 
3/ 
cost below a specified cutoff pointo-^ This exposes the 
ultimate purpose of project evaluation, which i s to identify 
the investment projects that are desirable on s o e l a l grounds, 
to rank these projects, and to consider how to modify projects 
that are s o c i a l l y desirable but not privately profitable 
under prevailing circumstanceso The development of a m9tho= 
dology for the evaluation of integration projects requires 9 
therefore 9 a cle a r conception of what to count as integration 
e f f e c t s and how these e f f e c t s ought to be measured 0 
2/ On t h i s point see David A c Kendrick and Ardy Jo Stoutjesdijk, The Planning of I n d u s t r i a l Investment Programs? A Methodology 
^Baltimore 8 The Johns Hopkins University Press, 1978), 
pp 0 9=11o 
= 5 3 ° 
Measurement of Benefits and Costs 
The complexity of the problem of measuring benefits 
and costs of integration a r i s e s from two major f a c t s <> F i r s t 9 
there are certain benefits and costs which defy quantifications 
or t h e i r quantification i s s t r i c t l y subjective, such as the 
p o l i t i c a l prestige derived from i n d u s t r i a l i s a t i o n 0 This i s 
in addition to the fact that some of the benefits and costs 
are only potential and i t would be d i f f i c u l t to quantify them 
with some degree of accuracy before t h e i r r e a l i s a t i o n through 
appropriate measures taken by the participating countries 0 
Seoondp the benefits and costs of integration comprise not 
only the d i r e c t but also the indirect consequences 9 and t h i s 
makes i t necessary to calculate the mu l t i p l i e r effect on the 
major macro^economic variables (including employment9 income9 
balance of payments9 f i s c a l revenues 9 etCooo)© 
I t i s useful to remark here that the previous attempts 
made to measure the benefits and costs of integration and 
th e i r d i s t r i b u t i o n among the participants focused only.a 
s p e c i f i c area 9 such as income and employment9 intra=regional 
trade 9 the geographical dist r i b u t i o n of i n d u s t r i a l a c t i v i t i e s 9 
the functioning of common s e r v i c e s 9 or the pattern of tax 
revenues <M As compared with the " t r a d i t i o n a l " method for 
the ©valuation of integration e f f e c t s 9 the methodology that 
we are seeking i n t h i s chapter e n t a i l s a major th e o r e t i c a l 
r e o r i e n t a t i o n 0 While the former i s concerned with the e f f e c t s 
y See United Nations 9 Gug^tmt Problems of Economic Integrations The Distribution of Benefits and Costs of Integration Among 
Developing Countries„ OTCTAD„ TD/B/594o Mew York, 1 9 7 5 , 
pp 0 4 1 ° 4 5 o 
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of integration on the allocation of resources among the p a r t i -
cipants , the l a t t e r i s concerned with the e f f e c t s of integration 
on the allocation of resources within s p e c i f i c projects,, 
Yet 9 i t i s deemed instructive for our purposes to sketch a 
t r a d i t i o n a l measurement scheme that draws together as many 
measurable elements as possible and provides a basis for 
identifying the e f f e c t s of integration projects,. 
From a country's point of view, the benefits and costs 
res u l t i n g from the formation of a customs union with one or 
more countries can be depicted on both the production and 
consumption sidess the production side r e f l e c t i n g the amount 
of resources needed to produce the good at home rather than 
importing i t , and the consumption side r e f l e c t i n g the loss i n 
consumers0 surplus when a commodity i s sold for a high price 
rather than a low oneo^ On the production side, the benefits 
(costs) a r i s e from the increase (decrease) of output either 
from the creation of new industries or the expansion (eontra= 
ction) of ex i s t i n g industries© The measure of benefits would 
th^n. be the s o c i a l value-added of the increase i n output (for 
exports and l o c a l consumption) l e s s the s o c i a l opportunity cost 
of the factors of production employedo On the consumption side, 
the benefits (costs) a r i s e from the increase (decrease) of 
consumers" surplus due to the substitution of goods previously 
produced l o c a l l y or imported by low@r= (higher=) cost imports 
_§/ Donald C e Mead, "The Distribution of Gains i n Customs Unions Between Developing Countries" e KvkloSo Volo 21, EToe 4, p Q 713„ 
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from the other members or from outside the Union 0 These have 
to be measured i n conjunction with the loss of government t a r i f f 
revenue, which could e n t a i l a gain i n consumers0 surplus with 
respect to goods which continue to be exchanged among the 
members after setting up the integration scheme0 
As a extension of the above scheme9 one can say that 
the benefits and costs of integration find expression i n the 
intra-regional trade that ensues <> Although broadly speaking 
a member-country benefits (at l e a s t from the production and 
employment points of view) i f i t has a surplus i n i t s i n t r a -
regional balance of trade and loses i f i t has a d e f i c i t , ^ such 
statements are rather s i m p l i s t i c and ignore other factors that 
should be taken into accounto For instance, a certain proportion 
of intra-regional trade would take place i n the absence of 
integration, and i t i s necessary to make a proper assessment 
of the actual impact of integration on trade expansion Another 
problem i s that even i f a member-country could a t t a i n a balance 
i n i t s intra-regional trade, i t s benefit might be r e l a t i v e l y 
unimportant i n cases where i t s exports have a low value-added 
on account of t h e i r high import content from outside the 
integration region 0 By the same reasoning, i t i s conceivable 
that a surplus country benefits l e s s than a d e f i c i t country 
from intra-regional trade <> S t i l l another problem i s that a 
6/ This has been suggested by Do Ghai i n h i s a r t i c l e " T e r r i t o r i a l 
D i stribution of Benefits and Costs of the East African Common 
Market" 9 East African Economio Reviewo June 1964, pp 0 29=40o The a r t i c l e analyses the discriminatory e f f e c t of the external 
t a r i f f i n the East African Common Market, and concludes that 
the greater the protection i s the greater w i l l be the benefit 
that the member-country concerned can obtain from i t s i n t r a -
regional tradeo 
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member-country may benefit by ceasing to produce an item which 
i t i s cheaper to import from another member! but t h i s benefit 
oould be offset by the cost involved i n the s h i f t of the factors 
of production to a l e s s competitive activity© 
The foregoing discussion i l l u s t r a t e s the point that the 
evaluation of integration e f f e c t s needs to be based on the 
s o c i a l value-added of the output induced by integration on 
the one hand 5 and the s o c i a l opportunity cost of the factors 
of production employed to produce that output on the other® 
Considering that the ultimate objective of an integration 
project i s to contribute as much as possible to inoome (which 
i s the only source for increasing consumption and savings) j, 
the problem of evaluation amounts to the assessment of the 
value-added expected to be generated by i t on the basis of the 
r e a l s o c i a l value of inputs and output• 
In view of the importance of scale economies and 
linkages on both the input and output sides i n any integration 
project? the evaluation cannot be carried out without placing 
the project i n i t s sectoral and regional context. To make a 
proper assessment of the o v e r a l l impact of the project (on 
immediate suppliers and customers) but also the indirect e f f e c t s 
(on a l l other industries) ^  This can only be made i n the 
framework of a general-equilibrium analysis which requires 
1/ For a discussion on t h i s point $ see United Nations f Economic Commission for Asia and the Far E a s t 9 Asian I n d u s t r i a l Survey for Regional Cooperation,, Vol, I , AIDC ( 9 ) / l 9 New York* 1973? pp. 114-118, 
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detailed input-output tables for each of the integrating 
countries• But the lack of such information which i s 
c h a r a c t e r i s t i c of most developing countries, including the 
Arab countries, puts a major l i m i t a t i o n on the systematic 
analysis of the i n d i r e c t e f f e c t s of integration projects,, 
The alternative would be to concentrate on the d i r e c t e f f e c t s 
within the framework of a partial=equilibrium analysis*, 
Under t h i s a l t e r n a t i v e , and when excluding transport and 
d i s t r i b u t i o n c o s t s 9 the optimal investment would be that 
which minimises the cost of producing t o t a l output needed 
by the integrating region,. 
Using a partial°equilibrium an a l y s i s , the benefits 
and costs of integration can be f e l t through the market by 
tracing the output supplied by the project and the inputs 
supplied to i t . The benefits of an integration project 
ari s e either from an increase i n value of output or from a 
reduction I n production costs. However, market prices may 
conceal some of the increase i n the volume of output i f that 
increase triggers a deorease i n the l o v e l of p r i o e s e This 
depends on the share of the project's output i n the proposed 
market and on how rapidly the increase i n output takes place« 
Moreover, market prices do not r e f l e c t benefits a r i s i n g from 
a reduction i n production costs© Aside from the imperfection 
of the markets, t h i s could be due, i n t e r a l i a a to economies of 
scale or the use of excess capacity i n existing industries« 
Accordingly, the gain i n consumers8 surplus w i l l not figure 
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out i n these prices* 
The costs of an integration project relate to i t s 
inputs. Although inputs are usually easy to id e n t i f y , they 
need to be c a r e f u l l y considered. On one count, some inputs 
may have t h e i r own inputs which are imported• wholly or 
p a r t l y j and i t would be necessary i n t h i s case to deduct that 
part of the value of inputs which does not represent domestic 
value-added* On another count, inputs d i f f e r i n nature, with 
some non-traiable (©eg. land) and other tradable* A non-
tradable good i s that which cannot be exported because i t s 
domestic cost of production i s higher than the export (f*o#b.) 
price but lower than the import ( o . i . f • ) price, whereas a 
tradable good i s that which could be traded internationally 
i n the absence of r e s t r i c t i v e trade p o l i c i e s * ^ I t i s unl i k e l y 
for tradable inputs to have the same domestic importance to 
the integrating countries. A c e r t a i n input may represent a 
s i g n i f i c a n t part of production for one country* but form only 
a minor component of production i n another. 
To circumvent these problems, i t i s possible to 
trace the integration ef f e c t s i n terms of the value-added 
accruing to the factors of production operating within the 
integrating region as a whole and i n each of the member-
countries • Project evaluation oould then proceed on the 
basis of the present discounted value of the present and 
8/ UNLDO, Guide to P r a c t i c a l Project Appraisals So c i a l Benefit-Cost Analysis i n Developing; Countries. United Nations, New York, 1978, pp* 109 and 113* 
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future stream of payments made to the factors of production 
i n each member-country and the region© 
I t i s l i k e l y that some consensus would eventually 
emerge among the integrating countries with respect to the 
integration benefits and costs which ought to be counted * 
Once benefits and costs have been i d e n t i f i e d s they have to 
be valued to allow for t h e i r eomparison e There i s a general 
presumption that prices r e f l e c t appropriate values and i f 
not they could be adjusted i n order to do so« The best 
approximation of a value of a traded good or service i s i t s 
market price» 
In private project analysis which concentrates on 
p r o f i t a b i l i t y from the investor's point of view? market prices 
or the best estimate of them could be used to value inputs 
and output. But these prices ©annot be used i n s o c i a l project 
analysis which focuses on the p r o f i t a b i l i t y from the country's 
point of view. Usually market pri c e s , due to i n s t i t u t i o n a l 
r i g i d i t i e s , prioe controls, and monopoly elements, do not 
r e f l e c t the r e a l value of factors of production.* For example 9 
overvalued exchange rates and incentives to c a p i t a l investment 
would underprice eapitalg whereas minimum wage l e g i s l a t i o n and 
labour union pressure would overprice labour* The usual case 
i s that the market price of the r e l a t i v e l y abundant factor 
tends to be higher and that of the scarce factor lower than t h e i r 
r e a l values,, In a t y p i c a l developing country where labour i s 
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abundantp i t i s l i k e l y that the basing of production cost on 
market prices of inputs would produce a bias against the 
use of labour-intensive techniques of production Therefore, 
i t i s not possible on the basis of market prices to determine 
whether the project i n question contributes s i g n i f i c a n t l y to 
the development of the economy as a whole and thus j u s t i f i e s 
the use of the scarce resource <> 
To make a proper economic analysis of the project, 
i t i s necessary to value inputs and output at "accounting" 
or "shadow" prices which r e f l e c t the r e a l economic cost of 
inputs and the r e a l economic value of outputo Such prices 
would pr e v a i l i n a state of equilibrium, and using them for 
project ©election on the basis of cost minimisation c r i t e r i o n 
would lead to the selection of the project (or rather the 
production technique) which complies most with the factor 
endowment of the country concernedo Yet, the problem remains 
to determine the proper accounting priceso This could be 
achieved by working out an econometric model of the economy0 
But i n view of the computational and informational constraints 
present i n most developing countries, i t s u f f i c e s to deduce 
the accounting prices r e l a t i n g to some areas covered i n project 
©valuation, such as the exchange rate, the discount rate f o r 
obtaining the present value of future flows, and labour wages 0 
What needs to be pointed out at t h i s juncture i s that 
integration projects could be e a s i l y evaluated from the 
private p r o f i t a b i l i t y viewpoint, given the market prices of 
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the integrating countries© From the s o c i a l profitability-
viewpoint? the evaluation of an integration project i s apt 
to be more d i f f i c u l t y e s p e c i a l l y with respect to the integrat-
ing region as a whole© The complexity of the matter a r i s e s 
mainly from the fact that within the integrating region we 
have several markets with differ e n t prices and sates of inte r e s t * 
I t would be a d i f f i c u l t task to e s t a b l i s h the relevant account-
ing prices on the basis of which the evaluation of the 
integration project per se could be carried out e We w i l l focus 
on t h i s question i n the remaining part of t h i s chapters 
Integration Project Evaluation 
The techniques of evaluating an integration project 
are not different b a s i c a l l y from those of evaluating a 
national project* In both cases 9 they involve the valuing 
of the s-fcrearns of future benefits and costs and then discounting 
these streams to t h e i r present worth. This makes i t possible 
to determine the s o c i a l (or private) p r o f i t a b i l i t y of a project 
and thus assess i t s d e s i r a b i l i t y i n comparison with alternative 
projects. Indeed, the evaluation of a single country's 
par t i c i p a t i o n i n an integration project i s p r a c t i c a l l y the 
same as the evaluation of a national project located i n that 
country? though the former i s apt to be of a larger size and 
characterised by scale economies and t h i s would have a d i r e c t 
bearing on the choice of the selection c r i t e r i o n (i©e0 present 
s o c i a l value or i n t e r n a l rate of r e t u r n ) e Only when i t comes 
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to the evaluation of an integration project per se that we 
need to adapt the evaluation techniques i n such a way as to 
take into account the inter-regional effeots of the integration 
projecto 
I t i s deemed legitimate, therefore, to develop the 
benefit-cost methodology required for the present study on 
the basis of the concepts and principles embodied i n an already 
established approach for evaluating national projectso I t 
9/ 
i s thought that the OECD and the UNIDO approaches-^ are w e l l -
suited for t h i s purpose, ©specially that they bring into the 
analysis of investment c r i t e r i a some of the most t y p i c a l 
r e a l i t i e s of developing countries 0 Both approaches envisage 
that market imperfections and distortions a r i s i n g from govern-
ment action (or inaction) are widespread and of a measure to 
require almost general substitution of market prices by 
accounting prices for project evaluation,, However, i t i s 
envisaged that the choice of num^raire-iS/ renders the OECD 
(now better known as L i t ^ l e / M i r r l e e s ) approach more compatible 
with the techniques needed to evaluate the performance of the 
integration project as a wholeo 
9 y See UNIDO, Guidelines for Project Evaluation, United Nations, 
New York, 1 9 7 2 , Sales No0 E 0 7 2 o I I 0 B 0 l l § and, I 0M 0Do L i t t l e and J o A o Mirrlees, Manual, of I n d u s t r i a l Project Analysis for 
Developing Countries<, V o l 0 I I 0 S o c i a l Cost-Benefit A n a l y s i s 0 OECD Development Centre, P a r i s , 1 9 6 8 » The l a t t e r work was 
revised by the two authors and appeared under the t i t l e 
Project Appraisal and llanning for Developing Countries 
(Londons Heinemansr Educational Books 9 1 9 7 4 ) o 
1 0 / The numeraire i s defined as the unit of account that makes 
possible to add and subtract unlike items, and i t must be 
specified before the values of the items can be added up 0 I n project a n a l y s i s , monetary units are used as numeraire 0 
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The UWIDO approach uses consumption (or rather consumers' 
surplus) as the numeraire whose present value i s to be 
maximisedo The calculation of benefits and costs (or inputs 
and output) i s done i n domestic accounting p r i c e s @ In order 
to evaluate the integration project per se by t h i s approach, 
i t i s necessary to translate the net s o c i a l benefit streams 
of the participating countries into a single currency 0 
Although t h i s should be possible through the designation of 
accounting exchange rates for these countries, i t tends to be 
i n t r i c a t e and i t s r e s u l t s could be questionableo On the 
other hand 9 "the L i t t l e / M i r r l e e s approach (LM) uses savings 
(or investment) expressed i n terms of foreign exchange i n 
the hands of the government as a numeraire whose present value 
i s to be m a x i m i s e d T n e calculation of benefits and costs 
i n t h i s approach i s done i n "world prices" which could act as 
a common yardstick f o r the integrating countrieso Obviously, 
the use of LM i s e a s i e r and more di r e c t than the UNIDO approach 
i n evaluating integration projects© On t h i s count, the attempt 
to develop a methodology for the present study w i l l be based 
on LM9 but t h i s should not mean that other approaches must be 
precludedo I t i s necessary, therefore, to present f i r s t i n 
a n u t s h e l l the basic elements of LM, as a prelude to the 
s p e l l i n g out of the method©logy0 
11/ Foreign exchange assumes c r i t i c a l importance in developing 
countries as i t i s needed increasingly to pay for imports Q This should not mean, however, that the government aims 
only at maximising i t s reserves of foreign exchange since 
i t s ultimate objective i s to improve the standard of l i v i n g 
of the population,, But the fact remains that projects ought 
to be selected and designed so that t h e i r values i n terms of 
foreign exchange are maximisedo 
- 6 4 = 
The central idea of LM i s to use the so=cailed "border 
p r i c e s ! , i ^ a s accounting prices for valuing a l l inputs (including 
non-tradables) and output of the project evaluated 0 The 
rationale behind t h i s i s to avoid the distortions which could 
aris e when calculations are p a r t i a l l y based on border p r i c e s 0 
I t i s presumed that the u n r e a l i s t i c o f f i c i a l exchange rates i n 
many of the developing countries as well as the d i f f i c u l t y of 
establishing an-accounting exchange rate could hinder the 
calculation of benefits and costs i n a single currency <> On 
th i s basisp LM could be singled out as the only method of 
project appraisal which combines the use of a common currency 
and a common source for a l l values usedo^^ 
I t ought to be recognised 9 howevers that the use of 
border prices acquires a special significance i n project 
evaluation since these prices represent a country's actual 
trading opportunitieso In t h i s respect L i t t l e and Mirrlees 
point out that 
"Border prices are used 9 not because i t i s thought that they a r e 9 i n any sense p necessarily more °rational' than domestic prices9 but 
simply because they (represent a set of opportunities open to a country 9 and the actual terms oa which i t can tradeo" 14/ 
12/ The border price i s the price of a tradable good at a 
country's border or port of entry 9 i o e 0 9 the f 0 o 0 b 0 price for exports9 and the C o i o f o price for i m p o r t S o I t provides 
a measure of economic opportunity cost and may be expressed 
i n dollars or any other convertible currency 0 
12/ George Bo Baldwin, "A Layman's Guide to L i t t l e / M i r r l e e s " 9 Finance and Development0 International Monetary Fund and International Bank for Reconstruction and Development9 
Washington D0C09 V o l o 9p Mo0 1 B March 1972 9 p e 18„ 
14/ L i t t l e and Mi r r l e e s 9 Project Appraisal and Planning for Developing Oountrieso op 0 c i t o o p P 161 0 
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The essence o f t h i s argument springs from the f a c t t h a t 
t r a d i n g o p p o r t u n i t i e s have a d i r e c t bearing on domestic 
investment d e c i s i o n s , and t h i s a p p l i e s s p e c i f i c a l l y to 
developing countries which are characterised by the openness 
o f t h e i r economies,. I t i s c r u c i a l f o r such a developing 
country t o take advantage ©f the t r a d i n g o p p o r t u n i t i e s open 
t o i t by deploying i t s abundant resources ( u s u a l l y land and 
labour) i n p r o j e c t s whloh maximise i t s r e t u r n f o r c a p i t a l 
i n v e s t e d 9 and t h i s r e t u r n would be measured i n terms of 
f o r e i g n exchange saved 0 According to JM9 t h i s r e q u i r e s the 
t r a c i n g o f a l l the i n p u t s used by the p r o j e c t and v a l u i n g 
them i n border p r i c e S o With respect t o tradable i n p u t s 
t h i s could be done d i r e c t l y and e a s i l y 0 But w i t h respect 
to non-tradable i n p u t s (@og0 l a n d s labour, constructions 
transports, and e l e c t r i c i t y ) they have to be valued i n d i r e o t l y 
by decomposing them i n t o t h e i r u l t i m a t e tradable elements 
which oould be valued i n border p r i c e S o This r e q u i r e s d e t a i l e d 
input=output t a b l e s which are r a r e l y found i n s a t i s f a c t o r y for© 
i n developing c o u n t r i e s 9 and hence the c a l c u l a t i o n i s l i k e l y 
t o i n v o l v e approximations to world v a l u e S o 
I t i s known t h a t any p r o j e c t generates f u t u r e savings 
and consumption, and i t i s more reasonable t o discount them 
1 5 / 
to t h e i r present values a t d i f f e r e n t r a t e s I n order t o 
make possible the use o f a s i n g l e discount r a t e , LM a d j u s t s 
15/ With consumption as the numeraire, the discount r a t e used 
i n the UN ZOO approach i s the consumption r a t e o f i n t e r e s t o 
This r a t e i s considered a n a t i o n a l parameter set by the 
c e n t r a l planning a u t h o r i t i e s i n an order t h a t r e f l e c t s 
s o c i a l v a l u e S o 
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the s o c i a l income stream (i0e© savings plus consumption) f o r 
commitment to consumptions by e x t r a c t i n g the consumption 
element o f labour income and r e t u r n s t o c a p i t a l o The r e s u l t 
would be the "uncommitted s o c i a l income" stream which could 
b# discounted at the conventional accounting r a t e o f i n t e r e s t 
(ARI) t o determine whether the p r o j e c t i n question has a 
p o s i t i v e present s o c i a l value (PSV) or noto 
I t needs to be mentioned t h a t there has been some 
controversy over LM9 and t h i s centred mainly on the v a l u i n g 
o f a p r o j e c t 8 s non=tradable i n p u t s i n border p r i c e s e Baldwin 
considers t h i s v a l u i n g a weak pointy as inp u t - o u t p u t data 
i s d i f f i c u l t to o b t a i n i n most developing c o u n t r i e s 0 He 
considers i t 
"a l o t o f t r o u b l e f o r a d o u b t f u l 
advantage" 9 
and adds t h a t 
"when one look©; at the r e l a t i v e un-
importance o f a l l the nontraded i n p u t s 9 
except labor f l /emphasis added/" i n a 
m a j o r i t y o f i n d u s t r i a l p r o j e c t s 9 r e f i n e -
ments i n these values begin t o look 
r e l a t i v e l y unimportant„" 16/ 
Yet i t i s believed t h a t LM could be desirable i n the 
17/ 
context o f i n t e g r a t i o n p r o j e c t e v a l u a t i o n * , — J I t can be 
argued t h a t commitments towards economic i n t e g r a t i o n among 
16/ Baldwin 9 op e oitoo p Q 21o 
17/ One methodology based on LM9 which proved t o be i n s t r u c t i v e 
i n developing the methodology i n the present chapter 9 i s 
t h a t o f A r i e Kuyvenhoven and L eB 0M 0 Mennes9 " P r o j e c t s f o r 
Regional Co-operations I d e n t i f i c a t i o n s Selections E v a l u a t i o n 
and Location" 9 i n I n d u s t r y and Development 0 Noo 1? UNH>09 
United Nations 9 New York 9 1978 9 pp« 13-25o 
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a r e g i o n a l grouping would d i c t a t e t h a t new i n d u s t r i e s 
e s t a b l i s h e d on the basis o f the r e g i o n a l market should be 
evaluated i n the l i g h t o f world p r i c e s 0 What makes t h i s 
more r e l e v a n t i s t h a t economic i n t e g r a t i o n schemes^ despite 
t h e i r p r o t e c t i o n i s t characters, ought to be outward-looking 
as the need to promote e x t r a - r e g i o n a l exports i s l i k e l y t o 
remain an o v e r r i d i n g concern f o r the i n t e g r a t i n g c o u n t r i e s e 
t o t h e s p e l l i n g out o f an o p e r a t i o n a l methodology which could 
be used i n e v a l u a t i n g i n t e g r a t i o n p r o j e c t s i n a developing 
r e g i o n a l grouping such as the Arab Middle Eastern c o u n t r i e s 0 
I t was pointed out a t the outset t h a t the r e l e v a n t question 
which the methodology needs to answer i s Dhat w i l l be the 
impact " w i t h " or " w i t h out" the i n t e g r a t i o n p r o j e c t o To 
s i m p l i f y the a n a l y s i s 9 i t i s assumed t h a t the methodology w i l l 
be concerned w i t h the d e t ermination o f the s o c i a l p r o f i t a b i l i t y 
o f a p o t e n t i a l i n t e g r a t i o n p r o j e c t which f o r reasons o f scale 
economies i s not p r o f i t a b l e when producing f o r any one o f the 
domestic markets o f the prospective p a r t n e r s , but becomes 
p r o f i t a b l e when producing f o r these markets combinedo I n 
o t h e r words 9 the p r o j e c t would not be e s t a b l i s h e d i n a no-
cooperation s i t u a t i o n and the resources needed f o r i t would be 
used i n a l t e r n a t i v e investments„ Hence 9 there i s an o p p o r t u n i t y 
cost f o r the resources used i n the i n t e g r a t i o n p r o j e c t and 
t h i s must be accounted f o r i n p r o j e c t evaluation„ 
18/ See 9 f o r example 9 David Morawetz? "Extra-Union Exports o f 
I n d u s t r i a l Goods from Customs Unions Among Developing 
C o u n t r i e s " p Journal o f Development Stud i e s n Volo I? No 0 59 
December 1974 9 ppo 247=259o 
Having explored the necessary t o o l s 9 we can now t u r n 
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As a f i r s t s t e p 9 the s o c i a l net b e n e f i t s m a t r i x 
r e l a t i n g t o the i n t e g r a t i o n p r o j e c t must be f o r m u l a t e d 0 I t 
w i l l comprise the streams o f net b e n e f i t s ( i 0 e 0 b e n e f i t s 
less costs) o f each o f the p a r t i c i p a t i n g c o untries over the 
19/ 
l i f e time o f the p r o j e c t 0 = ^ The measurement o f b e n e f i t s 
and costs w i l l be based e s s e n t i a l l y on border p r i c e s as 
suggested i n IM9 and by s u b t r a c t i n g costs from b e n e f i t s we 
w i l l get the value o f uncommitted s o c i a l income o f the p r o j e c t 
expressed i n a ( c o n v e r t i b l e ) f o r e i g n exchange numeraire 0 A 
h e l p f u l way to overoome the complexity o f the c a l c u l a t i o n s o f 
net s o c i a l b e n e f i t s and avoid double counting i s suggested i n 
a UHCTAD Manual f o r m u l t i - c o u n t r y p r o j e c t I d e n t i f i c a t i o n and 
e v a l u a t i o n i t e n t a i l s the treatment o f the p r o j e c t as a 
separate e n t i t y engaged i n trade w i t h the p a r t i c i p a t i n g 
c o u n t r i e s ( i n c l u d i n g t h a t i n which the p r o j e c t i s located) and 
the r e s t o f the worldo This makes i t possible f o r each o f 
the p a r t i c i p a n t s t o t r e a t the t r a n s a c t i o n s a t t r i b u t a b l e to 
the p r o j e c t i n e x a c t l y the same way as they would t r e a t trade 
w i t h other p a r t i c i p a n t s and the r e s t o f the world i n n a t i o n a l 
p r o j e c t analysiso The treatment o f t r a n s a c t i o n s f o r c a l c u l a t i n g 
s o c i a l net b e n e f i t s isa. ©ach time period could be as f o l l o w s s 
12/ Any p r o j e c t has a t e c h n i c a l as w e l l as an economic l i f e e The former represents the period by the end o f which the 
p r o j e c t w i l l have t o be rep l a c e d 9 whereas the l a t t e r represents the period by the en&: o f which the p r o j e c t w i l l become obsoleteo As a general r u l e 9 a time h o r i z o n o f 10=12 years i n c l u d i n g the r u n n i n g - i n period w i l l be 
s u f f i c i e n t t o def i n e whether a p r o j e c t i s acceptable or 
no t o See UNIDO-IDCASj, Manual f o r E v a l u a t i o n o f I n d u s t r i a l 
P r o j e c t s i n A^ab Countries 0 op 0 c i t o 0 pp 0 67°68 0 ~~ 
20/ UNCTAD9 Manual f o r M u l t i c o u n t r y P r o j e c t I d e n t i f i c a t i o n , P reparation and Ev a l u a t i o n i n the Arab Countries q_ no date 9 lmimeOo) c p p o 176«=1810 
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(1) Inputs sold t o the p r o j e c t ( d i r e c t l y o r through 
another country) are valued by the supplying country a t the 
foOobo sale p r i c e as b e n e f i t s and a t t h e i r accounting 
p r i c e as costs*. 
(2) Outputs purchased from the p r o j e c t ( d i r e c t l y o r 
through another country) are valued by the r e c e i v i n g country 
a t t h e i r c 0 i o f o p r i c e as costs and a t t h e i r accounting p r i c e 
as b e n e f i t s o 
(3) To account f o r p r o f i t s from transshipment a 
country importing i n p u t s f o r resale t o the p r o j e c t values 
them a t the c 0 i © f o import p r i c e as costs and at the f 0 o 0 b 0 
sale p r i c e t o the p r o j e c t as benefits© By the same reasonings 
a country which buys outputs from the p r o j e c t f o r resale as 
exports values them a t t h e i r o 0 i o f o purchase p r i c e as costs 
and t h e i r f o 0 o b o sale export p r i c e as benefitSo 
(4) A l l t r a n s p o r t s e r v i c e s 9 insurance and c r e d i t 
f a c i l i t i e s and the l i k e provided by any o f the p a r t i c i p a t i n g 
c o u n t r i e s i n con j u n c t i o n w i t h any o f the above t r a n s a c t i o n s 
are valued at accounting prioes as costSo 
I t i s t o be n o t i c e d t h a t f o r countries which have 
e q u i t y p a r t i c i p a t i o n i n the i n t e g r a t i o n p r o j e c t s the stream 
o f net b e n e f i t s a t t r i b u t a b l e t o the p r o j e c t must include 
the i n i t i a l e q u i t y cost as w e l l as any claims against the 
t e r m i n a l (scrap) value o f the p r o j e c t * 
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She i n t e r e s t i n g aspect i n the OTCTAD method i s the 
use o f border p r i c e s as a "bench mark" against which the r e a l 
economic cost o f i n p u t s and the r e a l economic value o f output 
could be measured ( i n accounting p r i c e s ) t o determine the 
s o e i a l net b e n e f i t s o f each o f the p a r t i c i p a n t s • E v i d e n t l y 
t h i s method i s a v a r i a n t o f LM, but i t should be possible t o 
e s t a b l i s h the necessary accounting p r i c e s along the l i n e s 
suggested i n t h a t method* This w i l l be o u t l i n e d b r i e f l y belowo 
The cost involved i n supplying i n p u t s t o the i n t e g r a t i o n 
p r o j e c t a r i s e from foregoing the use o f these i n p u t s i n another 
acceptable p r o j e c t s For traded goods, the accounting p r i c e t o 
measure the r e a l cost would be the marginal import cost, whereas 
f o r non-traded goods (which concern p r i n c i p a l l y the country i n 
which the p r o j e c t i s located) the accounting p r i c e s would be 
2 1 / 
equal to the marginal s o c i a l c o s t e - 3 As pointed out e a r l i e r , 
the cost o f p r o v i d i n g a non-traded good must be decomposed i n 
the costs o f traded elements and labour. Having d e a l t w i t h the 
accounting p r i c e s of r traded goods, only the cost o f labour 
needs t o be considered© 
I t can be assumed t h a t labour used i n i n d u s t r i a l 
p r o j e c t s has to be supplied p r i m a r i l y from the labour-surplus 
sector i n r u r a l areas, and as such i t s o p p o r t u n i t y costs i n 
terms o f marginal p r o d u c t i v i t y would be low„ At the same 
t i m e 9 i n d u s t r i a l wages tend to be much higher than a g r i c u l t u r a l 
21/ L i t t l e and M i r r l e e s , P r o j e c t A p p r a i s a l and Planning f o r 
Developing Countries „ op. cit«, e pp« 211-212• 
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subsistence wages 9 i n view o f various d i s t o r t i o n s a r i s i n g 
from minimum wage l e g i s l a t i o n s and trade union pressures 0 
This could be taken to suggest t h a t the shadow wage r a t e (SWR) 
l i e s somewhere between the a c t u a l market r a t e and a g r i c u l t u r a l 
subsistence wage 0 But t h i s r e f l e c t s only the r e l a t i v e s c a r c i t y 
o f labour i n the domestic economyp and t h e r e f o r e we need t o 
convert i t i n t o a world p r i c e by decomposing the consumption 
o f labour i n t o traded elementso On t h i s b a s i s 9 SWR would equal 
the output foregone elsewhere ( i 0 e 0 the marginal product o f 
labour i n the r u r a l sector) plus the a d d i t i o n a l consumption i n 
the economy generated by the employment o f one e x t r a worker 
on the p r o j e c t s minus the value o f t h i s e x t r a consumption i n 
terms o f the o v e r a l l numeraire ( i 0 e 0 i n terms o f f o r e i g n exchange 
i n the hands o f the government) 3^ 
This can be expressed i n the f o l l o w i n g equations 
SWR a m + (c - m) ~ -~= (c - m) 
where m the marginal p r o d u c t i v i t y o f labour i n a g r i c u l t u r e 
c the consumption o f the wage earner i n accounting p r i c e s 
s the s o c i a l value o f investment r e l a t i v e t o consumption 
The above equation can s i m p l i f i e d t o s 
SWR a c - =4= (c - m) 
On the other hand 9 the b e n e f i t s involved i n purchasing 
from the i n t e g r a t i o n p r o j e c t a r i s e from the assumption t h a t 
22/ The value o f e x t r a consumption i s a b e n e f i t and not a cost 
o f employments, and hence i t i s deducted from the shadow 
wage f i g u r e o 
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the p r o j e c t enables the p a r t i c i p a n t s to buy more cheaply a 
c e r t a i n products, thus saving the f o r e i g n exchange spent pre= 
v i o u s l y on i m p o r t i n g t h a t product from i n t e r n a t i o n a l markets e 
The r e l e v a n t accounting p r i c e f o r v a l u i n g f o r e i g n exchange 
saved would be the import p r i c e from the r e s t o f the world 
m u l t i p l i e d by the volume o f imports o f each o f the p a r t i c i p a n t s , , 
Along these l i n e s 9 i t should be possible f o r each o f 
the p a r t i c i p a t i n g c o u n t r i e s to formulate the stream o f net 
s o c i a l b e n e f i t s derived from the i n t e g r a t i o n project® For 
example 9 the net s o c i a l b e n e f i t stream o f a country w i t h e q u i t y 
p a r t i c i p a t i o n i n the i n t e g r a t i o n p r o j e c t could be expressed 
as f o l l o w s i 
( C O B - «- C _ o o o 0 B g B = C j) + S ) 
v qo q l q l v qn qn y qn' 
where C country q 8s share o f the i n i t i a l cost o f the 
^ i n t e g r a t i o n p r o j e c t 
B q l * > e n e f i " t s accruing t o country q i n p e r i o d 1 
^ q l c o s * s country q i n period 1 
S country q's share o f the scrap value o f the 
^ p r o j e c t i n n t h period*, 
Once the net s o c i a l b e n e f i t s stream i s estimated, each 
p a r t i c i p a n t can use investment c r i t e r i a t o determine the extent 
t o which i t i s j u s t i f i e d i n i n v e s t i n g today i n the i n t e g r a t i o n 
p r o j e c t . ^ 2 / The most comprehensive and general c r i t e r i o n f o r 
analysing investment decisions i s t h a t o f present valuer I t 
22/ Investment c r i t e r i a must be d i s t i n g u i s h e d from d e c i s i o n r u l e s • 
Whereas the former help to compare and rank a l t e r n a t i v e i n v e s t 
ment o p p o r t u n i t i e s o r packages, the l a t t e r set s p e c i f i c 
c o n d i t i o n s w i t h respect t o the investment c r i t e r i o n such as t o 
i n v e s t i n a p r o j e c t i f the b e n e f i t - c o s t r a t i o i s more than on© 
Hence 5 investment c r i t e r i a and d e c i s i o n r u l e s pr@vide an 
a n a l y t i c a l apparatus f o r t e s t i n g the o p t i m a l i t y of investment 
d e c i s i o n s o 
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e n t a i l s the d i s c o u n t i n g o f the net s o c i a l b e n e f i t s stream t o 
i t s present worthy u s i n g a discount r a t e which represents the 
o p p o r t u n i t y cost o f c a p i t a l (i<,e e the marginal r e t u r n to 
c a p i t a l i n a l t e r n a t i v e uses) e The d e c i s i o n r u l e would be t o 
i n v e s t i n the p r o j e c t i f present value i s g r e a t e r than zero e 
Another way o f using discounted net s o c i a l b e n e f i t s stream 
f o r measuring the worth o f a p r o j e c t i s to d e p i c t the discount 
r a t e which makes the net present woxth o f t h i s stream equal t o 
geroe This discount r a t e i s c a l l e d the i n t e r n a l r a t e o f 
r e t u r n (IRR) and represents the average earning power o f the 
c a p i t a l used i n the p r o j e c t over i t s l i f e span 0 The s e l e c t i o n 
c r i t e r i o n would be t o accept a l l p r o j e c t s having an IRR above 
the o p p o r t u n i t y cost o f capital« 
Using IRR as a c r i t e r i o n ^ the i n t e g r a t i o n p r o j e c t must 
be looated i n the country i n which i t a t t a i n s the highest s o c i a l 
IRR© But t o j u s t i f y t h i s from the standpoint o f the "host" 
c o u n t r y 9 the IRR must be higher than t h a t o f a s i m i l a r n a t i o n a l 
p r o j e c t i n t h a t same country* Since a basic p r e - r e q u i s i t e f o r 
an i n t e g r a t i o n p r o j e c t i s t h a t i t generates net s o c i a l b e n e f i t s 
t o the host country as w e l l as to the i n t e g r a t i n g c o untries 
as a whole 9 the s o c i a l IRR must be higher than the accounting 
r a t e o f i n t e r e s t (ARI) o f both the host country and the r e g i o n 
as a whole« The ARI o f each o f the p a r t i c i p a t i n g c o u n t r i e s can 
be estimated as the r a t e o f i n t e r e s t f o r which the number o f 
n a t i o n a l p r o j e c t s j u s t exhausts n a t i o n a l investment re sources Q 
S i m i l a r l y j the ARI o f the i n t e g r a t i n g r e g i o n as a whole can 
be estimated a t the r a t e o f i n t e r e s t f o r which the t o t a l number 
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o f i n t e g r a t i o n p r o j e c t s j u s t exhausts the combined investment 
resources o f the countries concernedo As such the ARI o f the 
r e g i o n i s the IRE. o f the marginal p r o j e c t i n a s t a t e o f 
i n t e g r a t i o n 
The use o f the AEI o f the region would be needed to 
evaluate the i n t e g r a t i o n p r o j e c t per se 0 I t i s necessary 
t h a t p r o j e c t s be ranked i n accordance w i t h t h e i r r e l a t i v e 
e f f e c t i v e n e s s i n u t i l i s i n g the resources o f the i n t e g r a t i n g 
countrieso As the oase i s i n the Arab r e g i o n , the ARI tends 
to d i f f e r markedly from one country t o another 0 I t would be 
more convenient t o use a u n i f i e d ARI f o r the r e g i o n t o discount 
the net b e n e f i t s stream o f the i n t e g r a t i o n p r o j e c t , r a t h e r than 
d i s c o u n t i n g each c o u n t r y 0 a net b e n e f i t s stream a t i t s own ARI 
and then aggregating them Q I t i s possible t o estimate the ARI 
o f the r e g i o n as the average o f the ARIs o f the countries 
concerned, weighted w i t h the shares o f these c o u n t r i e s 0 n a t i o n a l 
investment resources i n the t o t a l r e g i o n a l investment 
I t must be recognised t h a t the IRR i s o n l y the primary 
t e s t f o r the p r o j e c t ' s p r o f i t a b i l i t y o A complete a n a l y s i s 
o f a p r o j e c t i s u s u a l l y a j o i n t endeavour of engineers, 
f i n a n c i a l a n a l y s t s , economists, and even lawyerso Aside from 
the f a c t t h a t the measurement o f b e n e f i t s and costs i s o f t e n 
beset by the l a c k o f r e l e v a n t data on costs and p r i c e s , p r o j e c t 
decisions i n developing countries are f r e q u e n t l y made on the 
2 4 / See Kuyvenhoven and Mennes, op 0 c i t o o p c 15o 
2 5 / I b i d o 
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basis o f non-measurable f a c t o r s which are beyond the reach o f 
numberso What adds to the complexity o f the matter w i t h respect 
t o i n t e g r a t i o n p r o j e c t s i s t h a t the costs inherent i n t r a d e -
d i v e r s i o n are u s u a l l y f e l t i n the s h o r t - r u n and lend themselves 
t o measurements whereas the b e n e f i t s o f trade-ere a t i o n are o f 
a long-run nature and more d i f f i c u l t t o measure 0 As lobson 
r i g h t l y p o i n t s o u t s the measurement o f b e n e f i t s and costs tends 
" o o o t o be q u a l i t a t i v e i n n a t u r e P and 
w i l l r e s t on the exercise o f judgement 
r a t h e r than econometric analyses„" 26/ 
I f t h i s view i s accepted 9 than much o f the success 
of i n t e g r a t i o n schemes depends on the a b i l i t y o f the i n t e g r a t i n g 
c o u n t r i e s t o devise an approach which i s conducive t o an e q u i t -
able d i s t r i b u t i o n o f b e n e f i t s and costs among them, and c r e a t i n g 
the proper i n s t i t u t i o n a l set-up t o deal w i t h any " d i s t r i b u t i o n 
c r i s i s " which may a r i s e o This w i l l be the f o c a l p o i n t o f the 
next chapter 0 
26/ Peter Bobson 9 Current Problems of Economic I n t e g r a t i o n s 
F i s c a l Compensation and the D i s t r i b u t i o n o f B e n e f i t s i n 
Economic Groupings o f Developing Countries<, UNCTAD,;,United 
Hations p u b l i c a t i o n s Sales No 08 Eo71o,IIoDo0 9 New York 9 
1 9 7 1 p Po H o 
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CHAPTER THREE 
ALTERNATIVE APPROACHES TO INDUSTRIAL 
INTEGRATION 
I n the preceding two chapters an attempt was made t o 
e s t a b l i s h the case f o r r e g i o n a l economic i n t e g r a t i o n among 
developing c o u n t r i e s and t o develop a methodology f o r e v a l u a t i n g 
i n t e g r a t i o n projectSo Having done that? our i n t e r e s t i n the 
present chapter s h i f t s t o the development o f an approach which 
i s conducive t o an equ i t a b l e d i s t r i b u t i o n o f b e n e f i t s and costs 
o f i n t e g r a t i o n among the p a r t i c i p a t i n g c o u n t r i e s 0 This approach 
w i l l be geared t o the implementation o f p r o j e c t s i n a p r i o r i t y 
i n t e g r a t i o n area p which i s the i n d u s t r i a l f i e l d 0 
The chapter s t a r t s w i t h a b r i e f d i s c u s s i o n o f the f a c t o r s 
which give r i s e t o l o c a t i o n a l advantages;, as w e l l as o f the 
concept o f " e q u i t y " i n the d i s t r i b u t i o n o f i n t e g r a t i o n b e n e f i t s 
and costs and the c r i t e r i a by which i t could be e s t a b l i s h e d 0 
I n the second p a r t 9 a c r i t i c a l survey o f the a l t e r n a t i v e approaches 
to i n d u s t r i a l i n t e g r a t i o n devised by v a r i o u s developing r e g i o n a l 
groupings w i l l be presented 0 This survey w i l l be made w i t h a 
view t o i d e n t i f y the problems faced by these groupings and the 
elements which need to be present i n a more pragmatic approacho 
On these grounds 9 the t h i r d p a r t o f the chapter w i l l appraise 
the "package deal" approach as an in n o v a t i v e s o l u t i o n t o the 
problem o f d i s t r i b u t i o n o f b e n e f i t s and c o s t s 9 and i t s desira= 
b i l i t y f o r a r e g i o n a l grouping such as the Arab Middle East 
countrieso 
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Equity Versus E f f i c i e n c y 
The r e a l concern i n i n t e g r a t i o n schemes seems t o be 
f o r the e q u i t a b l e d i s t r i b u t i o n o f b e n e f i t s and costs among the 
p a r t i c i p a n t s , and the means f o r ensuring such d i s t r i b u t i o n 
From an economic p o i n t o f v i e w 9 any country would not consider 
j o i n i n g an i n t e g r a t i o n scheme unless i t has w i t h i n i t a b e t t e r 
a l t e r n a t i v e growth prospecto Thus an important aspect o f the 
problem o f d i s t r i b u t i o n o f b e n e f i t s and costs i s t h a t each 
p a r t i c i p a n t ought t o a t t a i n the minimum requirements o f e q u i t y 
i n order t o remain i n the scheme0 That p a r t o f net b e n e f i t s 
( l o S o b e n e f i t s l e s s costs) i s e s s e n t i a l l y "non=redistributive"„^ 
Once t h i s c o n d i t i o n i s s a t i s f i e d 9 the r e l e v a n t question becomes 
how t o d i s t r i b u t e the remaining net b e n e f i t s among the p a r t i -
c i p a t i n g countrieso 
I t i s conceivable t h a t i f the i n t e g r a t i o n b e n e f i t s 
are large enough 9 a l l member-countries would be b e t t e r o f f 
than they were before i n t e g r a t i o n But i t i s important t o 
recognise t h a t the e x i s t i n g p atterns o f production and trad© 
i n developing countries are not such t h a t the mere l i f t i n g 
of trade b a r r i e r s would r e a l i s e immediate b e n e f i t s o H i s t o r i c a l 
f a c t o r s 9 i n t e r a l i a 0 have conditioned the developing economies 
to s p e c i a l i s e i n the production o f a g r i c u l t u r a l and primary 
commodities w i t h the purpose o f supplying the i n d u s t r i a l i s e d 
countrieso I t i s only i n the long=run 9 when the i n t e g r a t i n g 
c o untries create a new complementary p a t t e r n o f prod u c t i o n , t h a t 
b e n e f i t s become important» This has been recognised by l y t e l k a s 
3/ Robson 9 QPo c i t o o p 0 6 0 
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"When i n t e g r a t i o n i s conceived, as i t 
most o f t e n has been, as the l i b e r a l i s a t i o n 
o f trade by the c r e a t i o n o f customs unions 
or common markets, gains from i n t e g r a t i o n 
under e x i s t i n g c o n d i t i o n s w i l l be forthcoming 
only slowly and i n the long r u n , though 
s a c r i f i c e must o f t e n be made immediatelyo" 2/ 
This brings t o the f o r e not only the question o f 
s e t t i n g up i n t e g r a t i o n p r o j e c t s , but also the need to a l l o c a t e 
them " e q u i t a b l y " among the i n t e g r a t i n g c o u n t r i e s o The de c i s i v e 
l o o a t i o n a l c r i t e r i o n i s the mini m i s a t i o n o f cost o f the 
i n d i v i d u a l p r o j e c t s 0 According t o the t r a d i t i o n a l theory o f 
i n d u s t r i a l l o c a t i o n , an i n d u s t r i a l p l a n t w i t h i n a country o r 
re g i o n must be loc a t e d i n the l e a s t - c o s t area*. This i s u s u a l l y 
determined i n terms o f u n i t - c o s t .©f pr o d u c t i o n i n c l u s i v e o f 
t r a n s p o r t cost per u n i t from the production t o the consumption 
3/ 
p o i s t S o ^ From the p o i n t o f view o f l o c a t i o n , a l l i n d u s t r i e s 
f a l l i n t o one of t f e e e categoriess supply-oriented, market-
o r i e n t a d , or f o o t l o o s e 0 I n d u s t r i e s o f the f i r s t category w i l l 
be l o c a t e d near the supply o f the m a t e r i a l o r f u e l used as 
i n p u t s , i n order t o reduce procurement costs© This i s p a r t i -
c u l a r l y the case o f i n d u s t r i e s i n v o l v i n g heavy i n p u t s l i k e 
i r o n and s t e e l o r petrochemicalso The market-oriented i n d u s t r i e s 
2/ Lynn K 0 Mytelka, "The Salience o f Gains i n Third-World 
I n t e g r a t i v e Systems", World P o l i t i c s 0 Yolo 25, Noo 2, 1973, po 243o 
2/ For readings on the theory o f i n d u s t r i a l l o c a t i o n and i t s 
a p p l i c a t i o n s , see Edgar Hoover, She Location o f Economic 
A c t i v i t y (New York8 McGraw-Hill, 1963)? David Smith, 
I n d u s t r i a l Locations An Economic Geographical Analysis (New-
Yorks John Wiley & Sons 0 I n c o n 1971) 8 UNIPO0 Proceedings and 
Report o f the I n t e r r e g i o n a l Seminar on I n d u s t r i a l Location and 
Regional Development^ h e l d i n Minsk d u r i n g 14°2S August 1968, 
United Nations, New York, 1971§ and, Economio Commission f o r 
Europe, C r i t e r i a f o r Location o f I n d u s t r i a l P l a n t s 0 United 
Nations, New York, 1967» 
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are those which need t o be located near the markets e i t h e r 
because t h e i r products are perishable i n nature or there i s 
a necessity t o reduce the costs o f d i s t r i b u t i o n t o the advantage 
o f the consumero On the other hand 9 the foo t l o o s e i n d u s t r i e s 
have no stron g l o o a t i o n a l requirements 9 and thus processing 
costs r a t h e r than t r a n s p o r t costs are the determining f a c t o r 
i n l o c a t i n g them 0 
I t i s important t o recognise t h a t the cost on the 
basis o f which the choice o f l o c a t i o n i s determined 9 r e s u l t s 
from the i n t e r a c t i o n o f not only the cost o f l a b o u r s resources 
and transportations, but also the agglomeration advantages 
a v a i l a b l e © I n l i n e w i t h the p r i n c i p l e o f s t a t i c comparative 
advantage 9 the l o c a t i o n o f an i n t e g r a t i o n p r o j e c t ought t o b© 
i n the country which provides the best combination o f resources 9 
l a b o u r 9 as w e l l as t r a n s p o r t and i n f r a s t r u c t u r a l facilities© 
By reason o f e x t e r n a l i t i e s o r agglomeration economies 9 the 
l a r g e r and more i n d u s t r i a l l y developed a country i s 9 the 
gre a t e r w i l l be i t s p o t e n t i a l to support e f f i c i e n t l y new 
i n d u s t r i e s o This means t h a t i n d u s t r i a l expansion and concentra-
t i o n may lead to the c r e a t i o n o f e n t e r p r i s e s and services which 
would be uneconomic w i t h a small i n d u s t r i a l output<> Also the 
development o f human resources as a r e s u l t o f i n d u s t r i a l i s a t i o n 
c o n t r i b u t e s i n lowering i n d u s t r i a l costs© I t i s l a r g e l y i n t h i s 
regard t h a t i n d u s t r i a l development i s o f t e n regarded as feeding 
upon itself© I n t h i s contexts, Egypt could be c i t e d as a case 
i n p o i n t w i t h respect t o the oth e r Arab c o u n t r i e s 0 I t s economic 
size and past achievements provide ample o p p o r t u n i t i e s f o r 
a t t r a c t i n g Arab and f o r e i g n investments and f u r t h e r development© 
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The f o l l o w i n g passage i s impressively revealing? 
"Twenty years o f i n t e n s i v e economic and 
s o c i a l development has endowed the country 
w i t h a s o l i d i n d u s t r i a l base o f more than 
a thousand modern p l a n t s producing a v a r i e t y 
o f i n d u s t r i a l goods which can provide new 
p r o j e c t s w i t h both backward and forward 
l i n k a g e s s i 0 e 0 as s> source o f i n p u t s and as 
a marketo A large i n d u s t r i a l labour f o r c e 
o f more than a m i l l i o n s k i l l e d and semi-
s k i l l e d workers at r e l a t i v e l y low wages 
represents a valuable source o f cheap 
— l a b o u r 0 Egypt has also developed over the 
past century a complex and s o p h i s t i c a t e d 
i n f r a s t r u c t u r e o f roads v p o r t s 9 a i r p o r t s and 
system o f communication which reduces the 
oost o f new projectSo Moreover^ the country"s 
3 6 m i l l i o n p o p ulation represents one o f the 
l a r g e s t markets i n the Middle Easto F i n a l l y 9 
Egypt as the most economically developed o f 
the Arab c o u n t r i e s and as a member o f the 
Arab common markets i s i n a unique p o s i t i o n 
t o become the workshop o f the regiono" 4/ 
I t i s usual t h a t "equity" i n the d i s t r i b u t i o n o f 
i n t e g r a t i o n p r o j e c t s among the member-countries o f an i n t e g r a t i o n 
scheme has to be a t t a i n e d at the cost o f some e f f i c i e n c y , . This 
i s p a r t i c u l a r l y the case when the i n t e g r a t i o n scheme comprises 
cou n t r i e s which d i s p l a y marked d i f f e r e n c e s i n economic size and 
l e v e l o f developmento What adds emphasis to t h i s i s t h a t scale 
eoonomies and c a p i t a l costs tend t o vary widely from one i n d u s t r y 
t o another^ and f o r the same i n d u s t r y from one l o c a t i o n t o 
anothero I n p o i n t o f f a c t p the r e a l i s a t i o n o f economies o f 
scale hinges much on the supply c o n d i t i o n s o f the f a c t o r s o f 
p r o d u c t i o n I f these f a c t o r s are l i m i t e d 9 the expansion o f 
output w i l l be associated w i t h i n c r e a s i n g u n i t - c o s t as the 
y Samir Radwan9 "Egypt8 Open-Door P o l i c y and Foreign Investment" 9 
Euromoney„ May 1 9 7 5 9 V° 3 9 o 
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p r i c e o f the i n t e n s i v e f a c t o r used i n product ion r i s e s 
To s h i f t w i t h i n an i n t e g r a t i o n a r e a a c e r t a i n p r o j e c t 
o r economic a c t i v i t y to a l e s s developed member-country i n c u r s 
an e f f i c i e n c y cos t which has to be borne by the group ing 0 
T h i s cos t would a r i s e from the unfavourable s e t t i n g , i n terms 
o f the l a c k o f i n d u s t r y and i n f r a s t r u c t u r e s i n which the p r o j e c t 
would be e s t a b l i s h e d o The problem would be to f i n d an appro-
p r i a t e t r a d e ~ o f f between e f f i c i e n c y ( i n economic terms) and 
e q u i t y ( i n terms o f d i s t r i b u t i o n o f net b e n e f i t s ) 0 But t h i s 
must be ensured i n a way which i s agreeable and e n t a i l s the 
l e a s t cos t to a l l members• G e n e r a l l y , the more i n d u s t r i a l i s e d 
members o f a r e g i o n a l scheme would s t r e s s e f f i c i e n c y , whereas 
the l o s s developed members would emphasise e q u i t y 8 T h i s suggests 
t h a t the s o l u t i o n to the problem could be formulated as one 
which aimg a t not o n l y i n c r e a s i n g demand through market i n t e g r a -
t i o n , but a l s o o r g a n i s i n g supply i n such a way as to observe the 
p r i n c i p l e o f r e c i p r o c i t y o f b e n e f i t s and c o s t s among the members 
wi thout depar t i n g much from the p r i n c i p l e o f e f f i c i e n c y i n 
product iono 
5 / One must not o v e r l o o k , however, the p o s s i b i l i t y o f reduc ing 
an i n d u s t r y ' s u n i t cos t through a c h i e v i n g a more e f f i c i e n t 
combination o f f a c t o r s 9 thus c a u s i n g a downward s h i f t i n 
the e n t i r e c o s t curve r a t h e r than moving a long a f a l l i n g cos t 
curve as output i n c r e a s e s * T h i s may o f f e r more o f an i n c r e a s e 
i n p r o d u c t i v i t y than would r e s u l t from the p o s s i b i l i t y of 
producing f o r a w i d e r market» See , f o r example, G e r a l d M 0 
M e i e r 9 " E f f e c t s o f A Customs Union on Economic Development", 
S o c i a l and Economic S t u d i e s (West I n d i e s ) , Volo 9 p 1 9 6 0 , 
p 0 3 5 o — = = — ~ — • 
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The i n t e g r a t i n g c o u n t r i e s u s u a l l y d i f f e r i n the 
p e r c e p t i o n o f b e n e f i t s and c o s t s o f in tegrat ions , i n v iew o f 
t h e i r d i f f e r i n g economic o b j e c t i v e s and c o n d i t i o n s 0 T h i s adds 
up t o , t h e complexi ty o f determining the net b e n e f i t s on which 
the e q u a l d i s t r i b u t i o n c r i t e r i o n ought to be b a s e d 0 F o r 
i n s t a n c e p a member=country may be ready to s e t up an i n d u s t r y 
independent ly even a t a lower e f f i c i e n c y than would have been 
the case i f t h a t i n d u s t r y i s c rea ted under a r e g i o n a l scheme 
i n v o l v i n g r e c i p r o c i t y i n the forego ing of some product ion 
p o s s i b i l i t i e s o That country may g ive more weight to the 
p o l i t i c a l p r e s t i g e and o t h e r i n d i r e c t economic b e n e f i t s 
emerging from h a v i n g the i n d u s t r y i n i t s t e r r i t o r i e s than to 
the e f f i c i e n c y c o s t measured i n terms o f market v a l u e s 0 I n 
the same c o n t e x t , the member-countries may not be i n a 
p o s i t i o n to a t t a c h the same s o c i a l v a l u e s to each o f the 
b e n e f i t s a r i s i n g from the i n t e g r a t i o n p r o j e c t s F o r i n s t a n c e 9 
i t i s not l i k e l y t h a t employment b e n e f i t s would be e q u a l l y va lued 
by each o f these c o u n t r i e s 0 I n a d d i t i o n to t h i s s the same 
i n d u s t r y could a f f e c t d i f f e r e n t l y the i n d u s t r i a l development 
p o t e n t i a l and p r o s p e c t s o f the member-countr ies 9 depending on 
the economic s e t t i n g i n each o f them e 
I t would be i d e a l to promote a balance i n the d i s t r i b u -
t i o n o f net b e n e f i t s by r e s o r t i n g to some c r i t e r i a 0 A major 
c r i t e r i o n which has a h i g h degree o f p r a c t i c a l i t y 9 i s to 
d i s t r i b u t e these b e n e f i t s i n accordance w i t h the c o n t r i b u t i o n 
o f each member-country i n producing them 0 T h i s means i m p l i c i t l y 
t h a t e q u i t y i s d i s t i n c t from e q u a l i t y i n the d i s t r i b u t i o n of 
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net b e n e f i t s s, and hence i t must be measured by the use o f an 
indexo One such index could be the share o f each o f the 
member-countries i n the r e g i o n a l market f o r the products o f the 
i n t e g r a t i o n p r o j e c t s considered. , But o f course t h i s would 
r e q u i r e the moni tor ing o f changes i n the s h a r e s o f these 
c o u n t r i e s i n the market over time and as the i n t e g r a t i o n process 
g a t h e r s momentumo Another c r i t e r i o n which admi t t ed ly i s 
v e r y . d i f f i c u l t to conceive p i s to d i s t r i b u t e -the b e n e f i t s i n 
accordance w i t h a c e r t a i n o b j e c t i v e o f balanceo Such an 
o b j e c t i v e could be the e q u a l i s i n g o f the r a t e s o f i n d u s t r i a l 
growth o r the s i z e of the i n d u s t r i a l s ec tor^ w i t h a v i ew to 
reduce the d i s p a r i t i e s among the member-countries, , J e a l o u s i e s 
could a r i s e among c o u n t r i e s h a v i n g g r e a t d i s p a r i t i e s i n t h e i r 
economic performances , de sp i t e the b e n e f i t s which they could 
r e a l i s e through i n t e g r a t i o n . . The e l i m i n a t i o n o r r e d u c t i o n 
o f these d i s p a r i t i e s could make the i n t e g r a t i o n p r o c e s s more 
v i a b l e both economica l ly and p o l i t i c a l l y i n the longer~run<> 
T h i s could be a t t a i n e d p r i m a r i l y by a l l o c a t i n g to the l e s s 
developed c o u n t r i e s i n d u s t r i e s which have h i g h growth p o t e n t i a l 
and e x p l o i t a v a i l a b l e resourceso I t should be p o s s i b l e f o r 
the more developed c o u n t r i e s to h e l p i n the f i n a n c i n g o f these 
i n d u s t r i e s * . But t h i s would d e f i n i t e l y r e q u i r e some degree o f 
"generos i ty" on the s ide o f the r i c h e r c o u n t r i e s towards the 
poorer oneso 
I t f o l l o w s tha t no one o b j e c t i v e c r i t e r i o n can be s e t to 
determine the e q u i t y o f the net b e n e f i t s o f i n t e g r a t i o n c What 
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compl i ca te s the mat ter f u r t h e r i s t h a t b e n e f i t s ( e 0 g 0 v a l u e -
added 9 employments, i n t r a - r e g i o n a l e x p o r t s 9 e t c 0 0 0 ) cannot be 
reduced to a s i n g l e f a c t o r © F u r t h e r m o r e 9 i t i s u s u a l l y 
d i f f i c u l t to determine the va lue o f the t o t a l b e n e f i t s f o r the 
member-countries as a whole 9 i f there i s no one s i n g l e s e t o f 
p r i c e s I n the case o f p a r t i a l i n d u s t r i a l i n t e g r a t i o n as 
envisaged i n t h i s s t u d y 9 i t i s l i k e l y t h a t the r e l a t i v e f a c t o r 
suppl ies" and p r i c e s i n the member-countries would'remain 
d i f f e r e n t u n t i l complete i n t e g r a t i o n i s a c h i e v e d „ 
The op t imal d i s t r i b u t i o n o f i n d u s t r i e s i n an i n t e g r a t i o n 
scheme amounts to t h a t which o f f e r s f o r the member-countries 
an a c c e p t a b l e compromise between e f f i c i e n c y and equity*, I t 
i s important not to s a c r i f i c e much e f f i c i e n c y to a t t a i n e q u i t y ? 
i n o r d e r to minimise the c o s t a r i s i n g from trade d i v e r s i o n and 
r e t a i n a reasonable degree o f i n t e r n a t i o n a l compet i t i veness f o r 
the i n d u s t r i e s i n c l u d e d i n the scheme 0 Prom t h i s s t a n d p o i n t 9 
the problem seems to be not so much o f e s t a b l i s h i n g and a p p l y -
ing t h e o r e t i c a l c r i t e r i a 9 but o f c r e a t i n g the proper machinery 
f o r t a k i n g the n e c e s s a r y d e c i s i o n s and measures on the r e g i o n a l 
l e v e l when the need a r i s e s » T h i s i s s t r e s s e d by the f a c t 
t h a t any measurement o f b e n e f i t s and c o s t s i s i n t r i n s i c a l l y 
p a r t i a l , i n s o f a r as i t c o n c e n t r a t e s mainly on the measurable 
e l ements 9 and hence has l i m i t e d p r a c t i c a l u t i l i t y f o r d e c i s i o n -
making purposeso I t i s u s e f u l to bear these c o n d i t i o n s i n mind 
when d i s o u s s i n g the a l t e r n a t i v e approaches to r e g i o n a l i n d u s t r i a l 
i n t e g r a t i o n i n the f o l l o w i n g s e c t i o n * 
6 / U N C T A D g Some I s s u e s o f P l a n n i n g o f I n d u s t r i a l I n t e g r a t i o n 
Among Deve loping C o u n t r i e s B T A D 7 E 1 / S E M 6 3 / 2 0 11 A p r i l 1974, 
p© 26o 
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A l t e r n a t i v e Approaches to 
Approaches to i n d u s t r i a l i n t e g r a t i o n may be cons idered 
as " a l t e r n a t i v e " , e i t h e r because they are d i f f e r e n t from the 
c l a s s i c a l approach which t a k e s the form of a c r o s s - t h e - b o a r d 
trade l i b e r a l i s a t i o n on a r e g i o n a l b a s i s 9 o r because they are 
r a d i c a l l y d i f f e r e n t from those t h a t are be ing fo l lowed a t 
presents I t has been a l r e a d y emphasised t h a t I n t e g r a t i o n schemes 
among deve loping c o u n t r i e s , i n c l u d i n g the Arab c o u n t r i e s , s t a r t e d 
on the b a s i s o f t rade l i b e r a l i s a t i o n a r r a n g e m e n t « But soon 
these arrangements became u n d e s i r a b l e f o r be ing prone to p o l a r i -
s a t i o n of economic a c t i v i t y i n the more developed c o u n t r i e s , and 
the breadth o f product coverage makes i t d i f f i c u l t to a s s e s s the 
b e n e f i t s and c o s t s a r i s i n g from i n t e g r a t i n g the markets o f the 
p a r t i c i p a n t s o As the f o l l o w i n g passage r e v e a l s , the economic 
i n t e g r a t i o n movements among deve lop ing c o u n t r i e s had on the 
whole a d i s m a l r e c o r d of a t ta inment by mid=1960ss 
"The Arab League and the Arab Common Market 
has l e d a tenuous e x i s t e n c e , the L a t i n American 
Free Trade A r e a (LAPTA) shows i n c r e a s i n g s i g n s 
o f be ing s n a r l e d i n a fundamental impasse , 
and r e g i o n a l economic cooperat ion i n A s i a i s 
s t i l l a t the p r o j e c t s tage* C o l o n i a l a d m i n i ° 
s t r a t i v e and economic arrangements i n former 
F r e n c h West and E q u a t o r i a l A f r i c a and between 
Rwanda and Burundi have been s h a t t e r e d as has 
been the unlamented former C e n t r a l A f r i c a n 
F e d e r a t i o n , " 7 / 
I n t h i s p a r t o f the chapter the a l t e r n a t i v e approaches 
a c t u a l l y used by r e g i o n a l groupings i n C e n t r a l and L a t i n A m e r i c a , 
2/ Aaron S e g a l , "The I n t e g r a t i o n o f Developing C o u n t r i e s s Some 
Thoughts on E a s t A f r i c a and C e n t r a l Amer ica" , J o u r n a l o f 
Common Market Studies . , V o l , V , No. 3 , 1 9 § 6 , p . 252 , 
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A f r i c a , and A s i a w i l l be h i g h l i g h t e d , w i t h a v i ew to propose 
i n the next p a r t an a l t e r n a t i v e approach which s u i t s the 
s p e c i a l s e t t i n g i n the Arab region. . 
B a s i c a l l y , a l t e r n a t i v e approaches have been conceived 
i n the form o f "agreed s p e c i a l i s a t i o n " to develop e x i s t i n g 
a n d / o r new i n d u s t r i e s , w i t h the support o f a p r e f e r e n t i a l 
t r a d i n g - arrangement a Such s p e c i a l i s a t i o n could be o f two types l~ 
h o r i z o n t a l o r v e r t i c a l o Th.® f i r s t i s when the product ion o f 
a product i s c o n f i n e d to a s i n g l e country i n o r d e r to make 
p o s s i b l e on the b a s i s o f an en larged market the use o f the 
l o w e s t - c o s t method o f product ion o f f e r e d by a v a i l a b l e technology,, 
As ide from economies o f l a r g e - s c a l e p r o d u c t i o n , t h i s would a l l o w 
the u t i l i s a t i o n of modern t e c h n o l o g i e s which are i n c r e a s i n g l y 
embodied i n l a r g e product ion u n i t s o V e r t i c a l s p e c i a l i s a t i o n , 
on the o ther hand, a l l o c a t e s the product ion o f the v a r i o u s 
components o f an i n d u s t r i a l product among the c o u n t r i e s invo lved 
i n the i n t e g r a t i o n scheme s T h i s i s p a r t i c u l a r l y s i g n i f i c a n t 
when the product ion o f one o r more o f these components i s o f 
a s c a l e t h a t r e q u i r e s a l a r g e r market than any o f the n a t i o n a l 
marketso 
Amongst the p r i n c i p a l approaches used i s the "comple<= 
m e n t a r i t y agreements" approach which was in troduced w i t h i n the 
framework o f the L a t i n American F r e e - T r a d e A s s o c i a t i o n (LAFTA) 
The essence o f t h i s approach i s to organ i se " s e c t o r a l meetings" 
$ / LAFTA was c r e a t e d i n 1960 under the Montevideo T r e a t y , and 
comprises A r g e n t i n a , B o l i v i a , B r a z i l , C h i l e , Colombia, E c u a d o r , 
Mexico , Paraguay, P e r u , Uruguay and V e n e z u e l a 0 
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o f r e p r e s e n t a t i v e s o f the p r i v a t e s e c t o r i n a s p e c i f i c i n d u s t r y 
i n each o f the member-countr ies , i n order to provide a p l a t f o r m 
f o r exchanging i n f o r m a t i o n and exper i ences on product ion 
c o n d i t i o n s and to enable these r e p r e s e n t a t i v e s to v o i c e t h e i r 
demands and proposa l s to the governments before the f o r m u l a t i o n 
o f the complementarity agreements<> As s u c h , these meetings are 
a b a s i c ins trument f o r b r i n g i n g the p r i v a t e s e c t o r i n t o the 
i n t e g r a t i o n p r o c e s s 0 
The complementarity agreements are des igned so as 
to reap the b e n e f i t s o f s p e c i a l i s a t i o n and economies o f s c a l e , 
to u t i l i s e exces s c a p a c i t y , and to extend the scope f o r 
i m p o r t = s u b s t i t u t i o n 0 Although s e v e r a l agreements have been 
s u c c e s s f u l l y concluded among the LAFTA members, i t i s thought t h a t 
the s j s t e m has not been as e f f e c t i v e as d e s i r e d ^ One reason 
i s t h a t the system i s a d m i n i s t r a t i v e l y and o p e r a t i o n a l l y 
e o m p l © x 9 and does not guarantee the p a r t i c i p a t i o n o f a l l the 
member-countries i n the agreements 0 I t i s n a t u r a l t h a t on ly 
the c o u n t r i e s hav ing p r o d u c t i o n u n i t s o f the i n d u s t r y being 
cons idered would a t tend the s e c t o r a l meetingo Another reason 
i s t h a t t h e r e i s no c l e a r system o f p r i o r i t i e s i n the s e l e c t i o n 
o f i n d u s t r i e s , thus a f f e c t i n g i n t e r - i n d u s t r y l i n k a g e s h a p h a z a r d l y a 
S t i l l another reason i s t h a t the system does not have any f e a t u r e 
which would compensate the l e s s advantageous memberecountries , 
e s p e c i a l l y i n terms of economic s i z e and the d i f f e r e n c e s i n 
the l e v e l of i n d u s t r i a l and i n f r a s t r u c t u r a l d e v e l o p m e n t © 
See Havelock B r e w s t e r , " I n d u s t r i a l I n t e g r a t i o n Systems", i n 
UNCTAD, Current Problems o f Economic I n t e g r a t i o n s A g r i c u l t u r a l 
and I n d u s t r i a l Cooperat ion Among Developing C o u n t r i e s 0 Uni ted 
N a t i o n s , New Y o r k 9 1971, p p c 71-77• 
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Commenting on the system as a whole 9 Behrman s a y s 
" o o o these arrangements have not been 
easy to n e g o t i a t e 9 f o r the removal o f 
b a r r i e r s g i v e s an advantage to the a l r e a d y 
advanced c o u n t r i e s ? the l o c a t i o n o f f u t u r e 
i n d u s t r y tends to be se t i n the p a t t e r n 
o f e x i s t i n g i n d u s t r y 9 and s i n c e the duty 
r e d u c t i o n s are supposed to be i r r e v o c a b l e 
( i n c o n t r a s t to those under the n a t i o n a l 
l i s t s ) and immediate ( r a t h e r than de layed as 
under the common l i s t ) p c o u n t r i e s are wary 
of e n t e r i n g in to such an arrangement u n l e s s 
the d i s t r i b u t i o n o f i n d u s t r i a l , growth i s 
a l s o provided f o r i n advance. 
F i n a l l y 9 governments have de layed s i g n i n g 
complementation agreements i n o r d e r to 
g a i n the t ime to b u i l d up t h e i r own 
i n d u s t r y i n p r e p a r a t i o n f o r f u t u r e 
n e g o t i a t i o n s 0 " 1 0 / 
Another approach to i n d u s t r i a l i n t e g r a t i o n i s t h a t 
o f the " i n t e g r a t i o n i n d u s t r i e s " which was in troduced by the 
on the i d e a tha t the member-countries encourage and promote 
the e s t a b l i s h m e n t o f new i n d u s t r i e s and the s p e c i a l i s a t i o n and 
expans ion o f e x i s t i n g i n d u s t r i e s 0 The " i n t e g r a t i o n i n d u s t r i e s " 
are d e f i n e d as those which comprise one o r more p l a n t s and 
r e q u i r e f o r t h e i r e f f i c i e n t o p e r a t i o n a c c e s s to the CACM9 The 
a p p l i c a t i o n s f o r the c r e a t i o n o f such i n d u s t r i e s could come 
d i r e c t l y from p r i v a t e i n d i v i d u a l s o r from c o r p o r a t i o n s to the 
C e n t r a l American I n d u s t r i a l I n t e g r a t i o n Commission which i s 
e n t r u s t e d w i t h the t a s k o f d e s i g n a t i n g the i n t e g r a t i o n I n d u s t r i e s Q 
The procedure i s t h a t i n t e g r a t i o n i n d u s t r i e s must be approved 
1 0 / J a c k No Behrmano The Role o f I n t e r n a t i o n a l Companies i n 
L a t i n American I n t e g r a t i o n (Lsxingtono Massachuset t s § 
D o C o Heath and Company9 1 9 7 2 ) 9 p c 4 © 
1 1 / CACM was c r e a t e d i n 1 9 6 0 and comprises C o s t a R i c a 9 E l Sa lvador 
Guatemala 9 Honduras and Nicaragua* But the regime f o r the 
i n t e g r a t i o n i n d u s t r i e s was adopted by the member c o u n t r i e s 
i n 1 9 5 8 c 
C e n t r a l American Common Market (CAGM) T h i s approach r e s t s 
o « t t  
89 -
unanimously , then an i n t e r - g o v e r n m e n t a l p r o t o c o l must be nego= 
t i a t e d f o r each i n d u s t r y which would become e f f e c t i v e once 
r a t i f i e d by three member-countr ies 0 T h i s p r o t o c o l s p e c i f i e s 
the country o r c o u n t r i e s i n which the i n d u s t r i a l p l a n t s 
are to be s i t u a t e d , the minimum c a p a c i t y o f these p l a n t s , 
and the c o n d i t i o n s under which a d d i t i o n a l p l a n t s are to be 
subsequent ly admitted in to the same o r o t h e r c o u n t r i e s 0 
Also i t s p e c i f i e s the q u a l i t y s tandards f o r the p r o d u c t s , 
and any o t h e r requirements which may be deemed convenient 
f o r the p r o t e c t i o n o f the consumer<> The i n t e g r a t i o n i n d u s t r i e s 
enjoy f o r t h e i r products complete freedom of movement i n a l l 
the member-countries as w e l l as p r o t e c t i o n from imports and 
pre ference i n government procuremento 
As to the d i s t r i b u t i o n o f the i n t e g r a t i o n i n d u s t r i e s , 
i t has been agreed by the member-countries not to a l l o c a t e a 
second p l a n t w i t h i n the same branch o f i n d u s t r y to any o f them 
u n t i l each has been a l l o c a t e d one planto To h e l p t h i s p r o c e s s . 
The C e n t r a l American Bank f o r Economic I n t e g r a t i o n f a c i l i t a t e s 
the f i n a n c i n g o f i n t e g r a t i o n i n d u s t r i e s , but without undermining 
i t s b a s i c f u n c t i o n i n the promotion o f the o v e r a l l process 
o f economic i n t e g r a t i o n and balanced economic development among 
the member=oountrieso Another instrument i s the Agreement on 
F i s c a l I n c e n t i v e s to I n d u s t r i a l Development which was concluded 
i n 1962 by the member-countries to in troduce some u n i f o r m i t y in to 
the i n c e n t i v e s o f f e r e d s e p a r a t e l y by each o f them to a t t r a c t 
industry , , T h u s , the i n t e g r a t i o n i n d u s t r i e s are meant to so lve 
the problem of balanced development, and t h i s approach d i f f e r s 
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g r e a t l y from the s o l u t i o n w i t h i n the framework o f LAFTA which 
permits the l e s s developed member-countries to proceed a c c o r d i n g 
to a lower schedule o f t rade l i b e r a l i s a t i o n and i n some c a s e s 
p r o t e c t n a t i o n a l pro duo t i o n 
S e v e r a l f a c t o r s have acted to l i m i t the e f f e c t i v e n e s s 
o f the i n t e g r a t i o n i n d u s t r i e s r e g i m e A s i d e from the 
p o l i t i c a l f a c t o r s which loomed l a r g e and w h i c h T p r e c i p i t a t e d 
a war between Honduras and E l S a l v a d o r , the regime s u f f e r e d 
from a number o f w e a k n e s s e s „ F i r s t and foremos t , the system 
f o r d i s t r i b u t i n g i n t e g r a t i o n i n d u s t r i e s proved to be slow and 
r e t a r t e d the process o f i n t e g r a t i o n . . By c r e a t i n g a c l imate 
o f u n c e r t a i n t y f o r i n v e s t o r s , i t ac ted to depress i n d u s t r i a l 
investments. , Second, the d e s i g n a t i o n o f i n t e g r a t i o n i n d u s t r i e s 
tended to be a r b i t r a r y 9 thus r a i s i n g the chances o f c o n f l i c t 
between the member-countrieso T h i r d , the regime was thought 
to have m o n o p o l i s t i c I m p l i c a t i o n s , i n a s f a r as i t l i m i t s 
competit ion. . On t h i s ground, the Uni ted S t a t e s opposed t h i s 
1 2 / On t h i s p o i n t , see C a r l o s MQ C a s t i l l o , Growth and I n t e g r a t i o n 
i n C e n t r a l America (New York? P r a e g e r , 1 9 6 6 ) , p c 8 3 o 
1 5 / F o r a d e t a i l e d account o f the exper ience o f CACM, see David 
Ramse t t , Reg iona l I n d u s t r i a l Dsy©.l®pmi§nt Aa; . C s a ^ r a l A m e r i c a s 
A Case Study o f the I n t e g r a t i o n I n d u s t r i e s Scheme (New Y o r k 8 
P r a e g e r 0 1 9 6 9 ) t RQtger Hansen 0 C e n t r a l America? R e g i o n a l 
I n t e g r a t i o n and Economic Development (Washington 0 D o C 8 
N a t i o n a l P l a n n i n g A s s o c i a t i o n , 1 9 6 7 ) ? S t u a r t F a g a n , C e n t r a l 
American Economic I n t e g r a t i o n s The P o l i t i c s o f Unequal = 
B e n e f i t s o R e s e a r c h S e r i e s No 0 1 5 , I n s t i t u t e o f I n t e r n a t i o n a l 
S t u d i e s , U n i v e r s i t y o f C a l i f o r n i a , B e r k e l y , 1 9 7 0 § James 
Cochrane , " C e n t r a l American Economic I n t e g r a t i o n s The 
i n t e g r a t e d I n d u s t r i e s 5 Scheme", I n t e r ° A m e r i c a n Economic 
A f f a i r s 0 Volo 1 9 s No* 2 , 1 9 6 5 ? pp<> 6 3 = 7 4 ? and , P h i l i p p © C o 
S c h m i t t e r , " C e n t r a l American I n t e g r a t i o n s S p i l l - 0 v e r 9 S p i l l -
Around o r E n c a p s u l a t i o n ? " , J o u r n a l o f Common Market S t u d i e s 0 
V o l o I X 0 Noo 1 , 1 9 7 0 , p p 0 l - 4 8 o 
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regime and d i d not permit p u b l i c funds extended to the C e n t r a l 
American Bank f o r Econoi 
i n t e g r a t i o n I n d u s t r i e s<>-
mic Development to be i n v e s t e d i n 
I n the economic cooperat ion scheme i n E a s t A f r i c a ^ / 
s e v e r a l approaches have been u t i l i s e d to ach ieve i n d u s t r i a l 
i n t e g r a t i o n , . One o f these approaches i s the I n d u s t r i a l 
L i c e n s i n g Ordinance which was i n t r o d u c e d - i n - 1 9 4 8 5 some^ f i f t e e n 
y e a r s before the end o f the B r i t i s h r u l e i n the t h r e e c o l o n i e s 0 
The purpose o f t h i s Ordinance was to promote the o r d e r l y 
e s t a b l i s h m e n t o f new i n d u s t r i e s , by g i v i n g the country t h a t 
o b t a i n s a l i c e n c e a monopoly c o n c e s s i o n T h i s system d id not 
have the d e s i r e d e f f e c t o f a c c e l e r a t i n g i n d u s t r i a l development, 
nor d i d i t favour the l e s s developed c o u n t r i e s ( i 0 e 0 T a n z a n i a 
and Uganda) ° One o f the major reasons behind t h i s f a i l u r e 
was t h a t the i n i t i a t i v e i n a p p l y i n g f o r l i c e n c e s was l e f t w i th 
p r i v a t e e n t r e p r e n e u r s , and s i n c e Kenya had the most developed 
body o f en trepreneurs i t s p o s i t i o n was more advantageouso A l s o 
the system i n s t e a d o f c o n c e n t r a t i n g on the harmonious development 
o f i n d u s t r y i n the three c o u n t r i e s , sought , without s u c c e s s , 
to a t t r a c t f o r e i g n c a p i t a l by o f f e r i n g monopoly p o s i t i o n 0 ^ ^ 
14 / See James Cochrane , " U 0 S 0 A t t i t u d e s Toward C e n t r a l American 
Economic I n t e g r a t i o n ? ' p I n t e r - A m e r i c a n Economic A f f a i r s 0 Volo 18 , 
Noo 2 0 1964, ppo 7 3 ~ 9 1 o 
1 5 / The E a s t A f r i c a n Community (EAC) i s composed o f Kenya , Uganda, 
and Tanzaniao I t was e s t a b l i s h e d i n 1967 under the T r e a t y 
f o r E a s t A f r i c a n C o o p e r a t i o n , to g ive l e g a l e f f e c t and 
r e o r g a n i s e the economic coopera t ion which s t a r t e d among these 
c o u n t r i e s i n the e a r l y 1920s d u r i n g c o l o n i a l a d m i n i s t r a t i o n , 
See P e t e r Robson, "The Reshaping o f E a s t A f r i c a Cooperat ion" , 
E a s t A f r i c a n Economic Rev i®w n Volo 3 , No„ 2 , 1967, p« 1-11o 
1 6 / UNCTAD, C u r r e n t Problems o f Economic I n t e g r a t i o n s The D i s t r i -
b u t i o n o f B e n e f i t s and Costs J L n I n t e g r a t i o n Among Developing 
C o u n t r i e s „ o p 0 c i t o o Po 6 1 o 
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F i n a l l y , the system tended to focus on the l e g a l a s p e c t s o f 
i n d u s t r i a l inves tment 9 r a t h e r than on the economic problems 
a s s o c i a t e d w i th the d i s t r i b u t i o n and complementarity o f 
17 / 
I n d u s t r i e s <>—u 
A f t e r independences the three E a s t A f r i c a n c o u n t r i e s 
made another attempt to r e g u l a t e the r e g i o n a l d i s t r i b u t i o n o f 
i n d u s t r i a l a c t i v i t y 0 The Kampala-Mbale Agreement which was 
n e g o t i a t e d dur ing 1964 and 1965 conta ined a number o f d i f f e r e n t 
p o i n t s i n connect ion w i t h the d i s t r i b u t i o n of i n d u s t r i e s and 
the r e g u l a t i o n o f i n t r a - r e g i o n a l t r a d e 0 I t prov ides f o r the 
a l l o c a t i o n o f a number of new i n d u s t r i a l p r o j e c t s among the 
member-countr ies , i n accordance w i t h the I n d u s t r i a l L i c e n s i n g 
Ordinance which g i v e s e x c l u s i v i t y i n producing f o r the r e g i o n 0 
Also i t prov ides f o r the c r e a t i o n o f an I n d u s t r i a l E x p e r t s 
Committee which would be e n t r u s t e d w i t h drawing up l i s t s o f 
" E a s t A f r i c a n I n d u s t r i e s " o These i n d u s t r i e s are to be i d e n t i -
f i e d by a p p l y i n g one o f two a l t e r n a t i v e c r i t e r i a ? (a ) i n d u s t r i e s 
which are economica l ly f e a s i b l e on ly i f they have a c c e s s to the 
e n t i r e r e g i o n a l markets o r (b) i n d u s t r i e s which are economica l ly 
f e a s i b l e on ly i f they have a c c e s s to a market l a r g e r than t h a t 
of any one country i n E a s t A f r i c a c The Committee would g ive 
due c o n s i d e r a t i o n to the need f o r an e q u i t a b l e d i s t r i b u t i o n 
of i n d u s t r i e s when c o n s i d e r i n g t h e i r g e o g r a p h i c a l a l l o c a t i o n 
Another f e a t u r e o f the above Agreement i s t h a t c e r t a i n i n d u s t r i a l 
17 / See Yash G h a i 9 " E a s t A f r i c a n I n d u s t r i a l L i c e n s i n g Systems 
A Dev ice f o r the R e g i o n a l A l l o c a t i o n o f I n d u s t r y " } J o u r n a l 
o f Common Market S t u d i e s <, Volo X I I 9 No c 3 9 1974, pp c 265=295 0 
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e n t e r p r i s e s which operate i n Kenya (producing cement, b e e r , 
c i g a r e t t e s and shoes) should be persuaded to " s h i f t " a p a r t 
o f t h e i r product ion to the o t h e r member=countries i n order to 
reduce imports from K e n y a 0 Along w i t h t h i s a system o f quotas 
and suspended quotas was provided by the Agreement, to reduce 
p r o g r e s s i v e l y the expor t s from s u r p l u s c o u n t r i e s and i n c r e a s e 
product ion i n the d e f i c i t c o u n t r i e s o These c o n c e s s i o n s were 
cons idered e x c e s s i v e by Kenya which r e f u s e d to r a t i f y the 
Agreemento But the o t h e r c o u n t r i e s cons idered t h a t they had 
the r i g h t to apply import quotas to Kenya products as provided 
i n the Agreemento I t has been concluded that 
" o o o agreements such as the Kampala-Mbale 
Agreement, whose a im, on the one hand, was 
to a l l o c a t e a few not v e r y s i g n i f i c a n t 
i n d u s t r i a l a c t i v i t i e s 9 without s u f f i c i e n t 
p r i o r s t u d y , and on the o ther h a n d 9 to 
impose the e s t a b l i s h m e n t o f c e r t a i n e n t e r -
p r i s e s so t h a t the same goods were produced 
i n a l l the member c o u n t r i e s , wi thout a l s o 
e s t a b l i s h i n g the n e c e s s a r y procedures f o r 
c a r r y i n g out the agreements r e a c h e d , are 
not a s a t i s f a c t o r y way o f d e a l i n g w i t h the 
problem o f d i s t r i b u t i n g the b e n e f i t s o f 
i n t e g r a t i o n i n f a v o u r o f the l e s s developed 
c o u n t r i e s concerned 0 " 1 8 / 
Another approach to d e a l w i t h the problem o f i n d u s t r i a l 
i n t e g r a t i o n was i n s t i t u t e d i n the 1 9 6 7 T r e a t y f o r E a s t A f r i c a n 
1 8 / O p o o f t o o p 0 6 5 o The q u e s t i o n o f " s h i f t i n g " i n d u s t r y i n 
the EAC aroused much i n t e r e s t as to what e x t e n t i t i s 
e conomica l ly d e s i r a b l e o See A r t h u r Hazlewood, "The 
" S h i f t i b i l i t y " o f I n d u s t r y and the Measurement o f Gains 
and L o s s e s i n the E a s t A f r i c a n Common Market" 9 B u l l e t i n 
o f the Oxford U n i v e r s i t y I n s t i t u t e o f Economics and 
S t a t i s t i c s o V © 1 0 2 8 , No 0 2 , 1 9 6 6 s pp G 6 3 ~ 7 2 o Wo T o Newlyn 
r e p l i e d to t h i s a r t i c l e i n the same number o f the B u l l e t i n 
( p p 0 2 8 1 = 2 8 2 ) , and P e t e r Robson made "some f u r t h e r c o n s i = 
d e r a t i o n s " i n the same B u l l e t i n , Volo 3 0 , 1 9 6 8 , p p c 1 5 3 = 1 5 5 
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Cooperat ion<M/ The T r e a t y a l l o w s the l e s s developed i n d u s t r i a l l y 
to impose a " t r a n s f e r t a x " , which i s i n f a c t an i n t e r n a l t a r i f f , 
i n o r d e r to a t t a i n a ba lanced i n d u s t r i a l growth among the 
m©mfo<?r=>countrieso The t a x may be imposed under c e r t a i n c o n d i t i o n s 
and f o r a s p e c i f i e d per iod o f t i m e , i n c o u n t r i e s which exper i ence 
a d e f i c i t i n t h e i r i n t r a - r e g i o n a l t rade i n m a n u f a c t u r e s 0 However, 
t h i s t a x has been c r i t i c i s e d , a s i t i s not c e r t a i n t h a t i t 
would i n c r e a s e manufactur ing outputo I t i s more l i k e l y t h a t 
i t would induce h i g h e r p r i c e s o f protec ted manufactures and the 
p r o l i f e r a t i o n o f s m a l l produc t ion u n i t s , thus reduc ing the 
chances f o r s p e c i a l i s a t i o n o The above Agreement provided a l s o 
f o r the c r e a t i o n o f the E a s t A f r i c a n Development Bank as an 
ins trument f o r promoting i n d u s t r i a l a c t i v i t y i n the l e s s 
developed c o u n t r i e s o f the reg ions I t a l s o provided f o r the 
s e t t i n g up o f f o u r c o r p o r a t i o n s to undertake the r e s p o n s i b i l i t i e s 
o f She E a s t A f r i c a n Common S e r v i c e s O r g a n i s a t i o n (EACSO) i n 
a d m i n i s t e r i n g the b a s i c s e r v i c e s i n the three c o u n t r i e s f o r 
r a i l w a y s , pos t s and te lecommunicat ions , s e a p o r t s , and a i r w a y s 0 ^ 2 / 
I n the context o f the R e g i o n a l Cooperat ion f o r 
Development (ROD) scheme which was e s t a b l i s h e d i n 1964 among 
P a k i s t a n , I r a n and T u r k e y , i n d u s t r i a l i n t e g r a t i o n has been 
1 9 / F o r the f u l l t e x t o f EAC Agreement;, see TOJCTAD0 Economic 
Cooperat ion Among Deve loping C o u n t r i e s 8 Compi la t ion o f 
P r i n c i p a l L s g a l I n s t r u m e n t s ^ Volo I V , TD/B/609 Addo 1, 
20 August 1976p pp* 139-196 <T 
20 / F o r a c r i t i c a l account o f the opera t ions o f EACSO 9 see 
J© P r o c t o r and K e K r i s h n a , "The E a s t A f r i c a n Common 
S e r v i c e s O r g a n i z a t i o n s An Assessment", The South A t l a n t i c 
Q u a r t e r l y o 1965, ppo 526=548 0 
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approached by a system of " j o i n t <=pur pose e n t e r p r i s e s " 0 T h i s 
system would apply to i n d u s t r i e s which r e q u i r e a market l a r g e r 
than any one member-country can provide to ensure economic 
p r o d u c t i o n 0 I t c o n s i s t s o f agreements under which two o r 
three o f the c o u n t r i e s concerned may p a r t i c i p a t e i n e s t a b l i s h i n g 
i n d u s t r i a l e n t e r p r i s e s o While there i s no o b l i g a t i o n to g r a n t 
t a r i f f p r e f e r e n c e s f o r the products o f such e n t e r p r i s e s , t h e r e 
ls_ a commitment- on the p a r t o f the- par t i c ipant s—to purchase these 
products a t " i n t e r n a t i o n a l l y compet i t ive p r i c e s and acceptab le 
s tandards"o The country i n which the e n t e r p r i s e i s l o c a t e d 
would be r e s p o n s i b l e f o r the l a r g e r p a r t o f the investment 
i n v o l v e d , w i t h the o ther p a r t i c i p a n t s c o n t r i b u t i n g on ly a v e r y 
s m a l l share o f the c a p i t a l o There i s no d e f i n i t e procedure f o r 
the d i s t r i b u t i o n o f such e n t e r p r i s e s , which may be taken by 
the p u b l i c a n d / o r the p r i v a t e s e c t o r s 0 Once an e n t e r p r i s e i s 
approved, the governments concerned w i l l have to s i g n a 
"memorandum o f u n d e r s t a n d i n g 1 ^ 
I t seems t h a t the sys tem, be fore i t s c o l l a p s e a f t e r 
the I r a n i a n r e v o l u t i o n i n 1979, has f u n c t i o n e d without any 
s e r i o u s problemso A major reason u n d e r l y i n g t h i s i s t h a t the 
trad© d i v e r s i o n which may be a s s o c i a t e d w i t h the p u r c h a s i n g 
commitment does not i n o u r a r e a l economic cos t to the import ing 
c o u n t r y , to the e x t e n t t h a t the p r i c e s o f imports are e q u a l 
to the p r i c e s o f s i m i l a r goods i n i n t e r n a t i o n a l markets<> 
However, i t i s reckoned tha t the scope f o r a p p l i c a t i o n o f the 
system i s narrowed by the comparat ive ly h igh cos t s t r u c t u r e 
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i n the member-countries and by the d i f f i c u l t y o f e s t a b l i s h i n g an 
" i n t e r n a t i o n a l l y compet i t ive p r i c e " e s p e c i a l l y w i th r e s p e c t to 
2 1 / 
i n d u s t r i a l products t h a t are h e t e r o g e n e o u s I n a d d i t i o n , 
t h i s system i s not u s e f u l i n an i n t e g r a t i o n scheme which aims 
a t r a p i d i n d u s t r i a l i s a t i o n through an en larged protec ted marke t a 
A new approach to i n d u s t r i a l i n t e g r a t i o n has been 
in troduced r e c e n t l y by the Andean Group* I t i s to be r e c a l l e d 
t h a t i n 1969 f i v e o f the LAFTA c o u n t r i e s s e t up the s o - c a l l e d 
Andean Common Market , under the s u b - r e g i o n a l i n t e g r a t i o n 
agreement known as the Cartagena A g r e e m e n t s ^ / A d i s t i n g u i s h i n g 
f e a t u r e o f t h i s Agreement i s t h a t i t c o n s i d e r s j o i n t i n d u s t r i a l 
programming as a b a s i c mechanism f o r advancing r a p i d l y towards 
Qoonomic i n t e g r a t i o n o T h i s programming can take two forms t 
(a ) s e c t o r a l programming o f i n d u s t r i a l development, designed 
to take advantage o f combined r e s o u r c e s and markets and under 
which i n d i v i d u a l c o u n t r i e s are g iven r e g i o n a l monopolies i n 
the product ion o f c e r t a i n products? and , (b) r a t i o n a l i s a t i o n 
programming which a p p l i e s to e x i s t i n g i n d u s t r i e s through the 
g e n e r a l l i b e r a l i s a t i o n machinery . I n any e v e n t , a l l products 
2 1 / B r e w s t e r , op„ c i t » 0 p p e 9 4 - 9 5 » 
2 2 / The Agreement was s igned i n May 1969 by B o l i v i a , C h i l e , 
Colombia , Ecuador and P e r u e Venezue la j o i n e d the Agreement 
i n February 1973« Economic i n t e g r a t i o n i s sought by the 
agreement as a means f o r (a) a c c e l e r a t i n g economic and s o c i a l 
development o f the s u b - r e g i o n i n a way which w i l l reduce the 
e x i s t i n g d i s p a r i t i e s among the member-countr ies , and (b) 
improving the a b i l i t i e s o f the s u b - r e g i o n to compete w i t h i n 
the LAFTA i n t e g r a t i o n programme, and thus enhance the prospec t s 
f o r the r e a l i s a t i o n o f the L a t i n American Common Market« I n 
a way, the c r e a t i o n o f the Andean Group r e f l e c t s the d e s i r o 
o f i t s members to p r o t e c t themselves from the more developed 
c o u n t r i e s of LAFTA ( i e e e Mexico, B r a z i l , and A r g e n t i n e ) . F o r 
the f u l l t e x t o f the Cartagena Agreement i n E n g l i s h 9 see 
UNIDO, The Car tagena Agreements LD/WGo111/4, 22 F e b r u a r y 1972« 
- 97 -
must be completely l i b e r a l i s e d and covered by a common external 
t a r i f f by 1980 and 1985, depending on the country concerned, 
and thus bringing the common market into existenceo 
A basic advantage of the Andean Group i s that i t has 
a comprehensive and formally structured j o i n t planning systsm<> 
According to the Cartagena Agreement, there are two p r i n c i p a l 
organs8 the Commissions, and the Boardo The Commission i s the 
highest decisionmaking body and composed of one plenipotentiary 
representative from each member government0 I t i s concerned 
with the formulation of the general policy of the Agreement and 
the adoption of the necessary measures f o r the accomplishment of 
i t s objectives., More s p e c i f i c a l l y , the Commission decides on 
the a l l o c a t i o n of the industries among the member-countries,, 
The Board i s the permanent technical body of the Agreemento I t 
i s responsible f o r appointing technical experts to conduct 
f e a s i b i l i t y studies on Industries to be included i n the sectoral 
programmes, and makes recommendations on the way the industries 
should be allocated among the member-countrieso 
In 19729 the f i r s t sectoral programme was approved 
i n the area of metal processingo^^ This programme i s structured 
so as to allow each of the member-countries to develop the 
basic technologies related to the metal-=processing i n d u s t r i e s 0 
The basis of t h i s programme i s that each project must be viewed 
as only a part of the whole e f f o r t , f o r i n the case of the 
less developed member=countries ( B o l i v i a and Ecuador) i t would 
not be possible to have projects u t i l i s i n g highly complex 
23/ For the f u l l t e x t i n English, see OTIDO, Text of the Sectoral 
Programme of I n d u s t r i a l Development f o r the Metal-Transforming 
Sector as Adopted by the Commission of the Cartagena Agreemnto 
ID/WGolll/6, 23 November 1972. 
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technologies i f these were not linked to other projects o 
I t was agreed to d i s t r i b u t e the manufacturing of 180 metal 
products among the member-countries, on condition that 
production st a r t s w i t h i n a period of f i v e years5 otherwise the 
product reverts to the automatic t a r i f f reduction programme0 
However? i t i s possible to allocate the production of some 
products to two or three countries, e i t h e r because s i g n i f i c a n t 
production of these products already takes place 9 or because the 
demand i n the sub-region j u s t i f i e s the existence of more than 
one production unito I t i s thought that the planning of the 
above programme was made much easier by excluding from i t the 
automotive industry which i s to be planned under a separate 
programme 
To channel domestic and external f i n a n c i a l resources 
and promote the development of the sub~region, The Andean 
Development Corporation was established i n 19689 with a c a p i t a l 
of about $100 m i l l i o n 0 Although t h i s Corporation has a separate 
24/ Board of the Cartagena Agreement, Andean Group8 Sectoral 
Development Program f o r the Metalworking Industries„ Peru, 
no date 9 p 0 2 D 
25/ The essence of the d i f f i c u l t y i n planning the automotive 
industry arises from the objection of Colombia and Venezuela 
as to the a l l o c a t i o n of the assembly plants among the member-
oountrieso Negotiations on the petrochemicals programme 
proved to be much more easier as there i s l i t t l e e x i s t i n g 
production i n any of the six countries 0 The Financial Times 0 8 July 1975o Other sectoral programmes considered by the Board 
(the Junta) include s t e e l , glass, pulp and paper, chemicals, 
pharmaceuticals, and electronics„ Vox a study of the e f f e c t s 
of i ntegration on the nitrogenous f e r t i l i z e r , see Go Baanante 
and R0 Simmons, "Effects of A Customs Union of the Nitrogenous F e r t i l i z e r Industry i n the Andean Zone"9 Journal of Common Market Studies, Volo XIV9 loo 3 5 March 1976, pp 0 255=275o 
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existence from the Cartagena Agreement i t has to work i n 
close collaboration with the Board, especially i n i d e n t i c 
f y i n g and d i s t r i b u t i n g projectSo S p e c i f i c a l l y , the tasks of 
the Corporation are to i d e n t i f y new investment opportunities? 
to mobilise domestic resources? to promote the organisation 
of enterprises ? t h e i r expansion, modernisation or conversion? 
and, to give the necessary technical and f i n a n c i a l assistance 
to prepare and execute multinational or complementary projects» 
I t can subscribe to the c a p i t a l of the enterprises promoted 
by i t o 
The sectoral programmes can be looked upon as an 
instrument to d i r e c t investments w i t h i n the Andean Group0 
Through planning i n d u s t r i a l l o c a t i o n , these programmes can 
secure balanced development among the member-countries <, 
This feature i s regarded as a major improvement over the 
"complementarity agreements" used i n LAFTAo Moreover, these 
agreements do not encompass a wide range of products, are not 
t i e d up to a schedule or a timetable, and do not guarantee 
that a l l members w i l l y i e l d a benefit from i n t e g r a t i o n o ^ ^ 
The foregoing synoptic survey of the alternative 
approaches to i n d u s t r i a l i n t e g r a t i o n which have been devised 
by various regional groupings shows the usefulness of approach-
ing i n t e g r a t i o n from a planning point of view, rather than 
26/ William Avery and James Cochrane, "Innovation I n Latin 
American Reglonalisms The Andean Common Market", Interna-
t i o n a l Organization,, Volo 27 9 No0 2, 1973, pp„ 193=1950 For a detailed study of the Andean experience, see David Morawetz, 
The Andean Groups A Case Study i n Economic Integration Among 
Developing Countries (Cambridge, Massachusetts8 The MIT Press P 1974)o 
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leaving i t to market forces and private arrangements (as 
s p e c i f i c a l l y the case i s i n LAFTA)0 This can be substantiated 
by the f a c t that developing countries generally pursue planned 
development and economic integration i n t h e i r case should be 
direoted mainly to future investments <> I t i s possible through 
j o i n t planning to givo opportunities to a l l memberecountrles 
to p a r t i c i p a t e i n the development of regional industries,, and 
thus a t t a i n at least what has been termed e a r l i e r as the 
nnon«=redistributive" share of the i n t e g r a t i o n b e n e f i t s 0 But 
such planning i s apt to be a very intricate,, i f not impossible 9 
processp due to the absence of detailed s t a t i s t i c a l information 
and datao On the one hand, i t i s necessary to make comparative 
cost studies to determine economically optimum locations f o r 
the various industries contemplated i n the i n t e g r a t i o n scheme0 
This requires s u f f i c i e n t data to make proper projections and to 
trace the l i k e l y changes i n r e l a t i v e prices and production} i n 
both an integr a t i o n and a no-integration situationo On the 
other hand 9 selected industries w i l l be involved i n the planning 
process and t h i s allows only a p a r t i a l equilibrium analysis 0 
I n a study prepared on some industries which have a regional 
p o t e n t i a l i n Latin America, Oarnoy cautiously notes 5 
" o o o that the study has i d e n t i f i e d 
locations that can more properly be 
labeled "minimum cost 0 rather than 
"optimum4o Obtaining the optimum 
requires a general equilibrium analysis 
that considers a l l the i n t e r r e l a t i o n s 
i n an economy, including l i m i t a t i o n s on 
t o t a l resources available i n each area 
and i n the region as a wholeo To do 
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t h i s i n a comprehensive fashion i s not 
yet feasible because of computational 
problems, not to speak of the impossi-
b i l i t y of acquiring a l l the necessary 
datao" 27/ 
However, j o i n t planning raises the question of whether t h i s 
planning i s to be carried out by a regional body or by the 
national planning bodieso I t might be more plausible to 
leave the planning process i n the hands of the national 
bodieso This could reduce the prospects f o r c o n f l i c t , but 
at the same time i t may expose the process d i r e c t l y to 
national p o l i t i c a l considerations which may endanger the 
whole i n t e g r a t i o n processo 
I t seems that the search f o r an alte r n a t i v e approach 
to i n d u s t r i a l i n t e g r a t i o n can be likened i n the same way as 
Hazlewood has likened the search f o r a measure of the gains 
and losses of the East African Common Market to the search 
f o r the philosophers 8 s t o n e Y e t , i n the f i n a l part of t h i s 
chapter we w i l l appraise on the basis of previous experiences 
the "package deal" approach as an innovative solution whioh 
could be applied i n the case of the Arab Middle East countries„ 
The "Package Seal" Approach 
I t i s reckoned that the application of any of the 
above approaches i n the oontext of an i n d u s t r i a l integration 
2jJ Martin Carnoy, I n d u s t r i a l i z a t i o n i n a Lati n American Common 
Market (Washington, D0Co8 The Brookings I n s t i t u t i o n , 1972), pp G 36=37o 
28/ Hazlewood, op 0 c i t o 0 p c 63o 
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scheme f o r the Arab c o u n t r i e s w i l l not produce better r e s u l t S o 
Aside from the fact that the Arab countries are at d i f f e r e n t 
levels of economic developments, the process of i n d u s t r i a l i s a t i o n 
i s f a l l i n g increasingly w i t h i n the domain of the public sector s 
Thus, an alternat i v e approach which could a t t a i n a certain 
measure of success i s that which i s " a l l o c a t i v e " and guarantees 
from the beginning f o r a l l the participants what each of them 
considers as an acceptable share of the net benefits of 
integration* 
These c r i t e r i a can be found i n what has been termed 
as the " i n d u s t r i a l package deal", which i s a cooperative 
scheme that concerns i n d u s t r i a l sectors i n d i f f e r e n t countries 
contemplating economic integration®^/ Under t h i s approach 
i n d u s t r i a l projects having p o t e n t i a l f o r i n t e g r a t i o n are 
i d e n t i f i e d , and then a selection of them are allocated 
simultaneously to the integ r a t i n g countries on a " f a i r and 
equitable" basis e This i s usually conceived i n the framework 
of an inter-governmental agreement which provides also f o r 
the creation of a p a r t i a l customs union to ensure free movement 
f o r the products of the allocated projeots e 
The "package deal" approach off e r s several advantages 
over other p r a c t i c a l approaches, and i s deemed more appropriate 
f o r lessening the imbalances among the participants i n the 
rate and structure of i n d u s t r i a l developments To s t a r t w i t h , 
i t allocates large-scale i n d u s t r i a l projects which are conducive 
29/ See, f o r example, L 0B 0M 0 Mennes, Planning Economic Integration Among Developing Countries (Rotterdam? Rotterdam University 
Press, 1973), pV 93• 
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to growth among the pa r t i c i p a n t s , i n order to a t t a i n a 
reasonable balance i n the d i s t r i b u t i o n of productive capacities 
as w e l l as i n the exchange of i n d u s t r i a l products e Integration 
schemes that are based on pro f i t - s h a r i n g are not l i k e l y to 
s a t i s f y equitably a l l p a r t i c i p a n t s , since gross p r o f i t forms 
only a minor part of the t o t a l domestic value-added as w e l l as 
the m u l t i p l i e r e f f e c t of the integration project. In other 
words 9 the benefits of the project are bound to i t s l o c a t i o n , 
and i t i s u n l i k e l y f o r a developing country to agree to p a r t i -
cipate i n the equity of an integ r a t i o n project located i n 
another country unless i t i s accorded a reciprocal r i g h t f o r 
another project* On t h i s oount, the package deal approach i s 
f a r more superior than an approach involving f i s c a l compensation 
f o r the less developed countries w i t h i n the integ r a t i o n scheme, 
or one that allocates separately arid over time integration 
projects among the participants as i n the CACMC 
Another advantage i s that the package deal approach 
provides a broader framework f o r the participants to assess 
the benefits and costs of t h e i r p a r t i c i p a t i o n . The fact that 
the package involves a number of industries (depending on the 
number of participants and t h e i r levels of i n d u s t r i a l develop-
ment) 9 i t allows f o r the trade-off i n costs and benefits among 
the products i t covers e Yet, t h i s approach i s considered to 
have l i m i t e d and to a large extent i d e n t i f i a b l e integration 
implications.. This makes i t appealing to a larger number of 
countries which are ready to undertake only l i m i t e d i n t e g r a t i o n 
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commitments9 and f a c i l i t a t e s the measurement of the benefits 
and costs from the vantage point of each p a r t i c i p a n t 0 
I t i s of interest to note that the package deal 
approach has not yet been experimented i n any regional group-
ing o^ 0-/ However, i t i s believed that i t s application i s not 
as easy as i t would f i r s t appear.. The fact that the integrating 
countries display usually marked differences i n economic size 
and l e v e l of i n d u s t r i a l development makes the attainment of 
an acceptable d i v i s i o n of the "package" of industries an 
i n t r i c a t e task* The equity i n the d i s t r i b u t i o n of benefits 
cannot be achieved simply by an equal d i s t r i b u t i o n of the 
"package" industries (as f o r instance i n the CACM scheme)@ 
I t ought to be i n accordance with a d i s t r i b u t i o n c r i t e r i o n 
which r e f l e c t s the d i f f e r i n g interests of the participants., 
But as pointed out i n the f i r s t section of t h i s chapter, i t 
i s very d i f f i c u l t to establish such a criterion,, The optimum 
solution would usually have to be reached by a series of 
negotiations among the p a r t i c i p a n t s e 
I t i s possible to formulate the problem posed by the 
package deal as the maximisation of the net benefits or the 
minimisation of costs to each of the participants and to 
gg/ This approach was suggested by a United Nations team f o r 
economic cooperation among the member-countries of the 
Association of South East Asian Nations (ASEAN). See ECAFE, 
Asian I n d u s t r i a l Survey f o r Regional Cooperations Vols 0 I and I I f AIDC ( 9 ) / l f New York, 1973• A f u l l report of the team which i s based on the above document appeared i n 
United Nations Department of Economic and Social A f f a i r s , 
Journal of Development Planning® Noe 7* New York 9 1974e 
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the region as a wholeo To determine the optimal location of 
an i n t e g r a t i o n project, i t i s necessary to undertake i n t e r s 
country comparisons of production costso The cost estimates 
must take i n t o account the cost of transporting the outputs 
from the produoing countries to the consuming countries 0 I t 
may be useful to take account of eoonomies of scale, to carry 
out these estimates on the basis of alterna t i v e levels of 
outputo Several sophisticated techniques involving l i n e a r or 
mixed integer programming have been developed to determine the 
choice of plant location i n a system of industries characterised 
by economies of scale But the use of such techniques i n 
the case of most of the developing countries seems to be 
questionable, i n view of the prevailing computational and 
informational constraintso Under these circumstances social 
benefit=cost analysis along the lines presented i n the previous 
chapter could be more feasible and meaningful 
31/ See9 f o r example, David A 0 Kendrick 9 Programming Investment i n the Process Industries8 An Approach to Sectoral Planning 
(Cambridge, Masss The MIT Press, 1967) 9 and, "Investment Planning and Economio Integration", Economics of Planning 0 Volo 7 P Noo l p 1967 0 PP° 48=72? Martin Carnoy, "A Welfare Analysis of L a t i n American Economic Unions Six Industry 
Studies", Journal of P o l i t i c a l Economy0 Volo 78, No0 4 (Part I ) , 1970, p p 0 626=654? Thomas V i e t o r i s z , " I n d u s t r i a l Development Planning Models with Economies of Scale and 
I n d i v i s i b i l i t i e s " , Regional Science Association Paperso Volo 
12, 19649 p p o 157=192? and, Thomas Vietorisz and Alan Sc Manne, "Chemical Processes, Plant Location, and Economies 
of Scale", i n Alan SQ Manne and Harry Mo Markowitz (edeu), Studies i n Wooess Analysis8 Eoonom,v°Wide Production 
Capabilities (New Yorks John Wiley & Sons0 1963) 0 P P o 136=1580 
32/ For a geometric treatment of the decisions a f f e c t i n g location 
and size of industry w i t h i n an inte g r a t i o n area, see Donald Wo Baerresen, "A Method f o r Planning Economic Integration 
f o r Specified Industries", Journal of Common Market Studies 0 Volo b, Noo 1, 19679 p p o 1=23o 
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Obviously, a major c r i t e r i o n by which the selection 
of industries to be included i n the package could be made i s 
t h e i r competitiveness, at least w i t h i n the integr a t i o n area 0 
I t i s legitimate f o r the in t e g r a t i n g countries to compare the 
cost of production i n an inte g r a t i o n project with i n t e r n a t i o n a l 
price levelso They would tend to r e s i s t the se t t i n g up of an 
integra t i o n project which requires more t a r i f f protection than 
would have been necessary i f that project i s established on a 
national basis 0 This means that i n determining the cost of 
developing i n t e g r a t i o n i n d u s t r i e s , the point of reference should 
be national rather than i n t e r n a t i o n a l costs» As a UUCTAD 
report remarks, 
" o o o since most developing countries 
pursue a policy of i n d u s t r i a l develop-
ment without attaching much importance 
to comparative costs, a relevant and 
v a l i d comparison i s not generally 
between " i n t e r n a t i o n a l 0 and "regional 5 
costs, but between the more r e a l i s t i c 
alternatives of "national 0 and 'regional" 
costs oM 3 j / 
I t i s important to stress the competitiveness c r i t e r i o n 
as i t includes inherently other c r i t e r i a such as foreign 
exchange saving, e x t e r n a l i t i e s and p r o f i t a b i l i t y o An Industry 
which proves to be competitive i s l i k e l y to generate p r o f i t s 
and employment, provide e x t e r n a l i t i e s to other industries, 
and save foreign exchange by replacing imports 0 This should 
not mean, however, that uncompetitive i n d u s t r i e s , i f s u f f i c i e n t l y 
3 5 / UNCTAD, Some Issues of Planning of I n d u s t r i a l Integration 
Among Developing Countries 0 op 0 c i t o o p 0 1 3 o 
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protected, do not generate e x t e r n a l i t i e s and foreign exchange0 
But obviously these effe c t s i n a competitive industry tend to 
be larger than i n the other case 0 
I n a United Nations study on regional i n d u s t r i a l 
cooperation among ASEAN countries, the c r i t e r i a f o r the selection 
of i n t e g r a t i o n industries includes (a) competitiveness on the 
basis of comparative advantage, either i n t e r n a t i o n a l l y or 
regionally with temporary protection? (b) foreign exchange 
saving? (c) generation of e x t e r n a l i t i e s to e x i s t i n g industries? 
and, (d) commercial p r o f i t a b i l i t y to stimulate private enterprise 
or create much income and employment0^4/ To maximise the net 
benefits of the integ r a t i n g countries, therefore, the a l l o c a t i o n 
of i n t e g r a t i o n industries must f a l l i n l i n e with the comparative 
advantage of these countrieso I t i s useful i n i n t e r p r e t i n g t h i s 
to make a d i s t i n c t i o n between two situations© One i s when an 
industry, by reason of scale economies, becomes i n t e r n a t i o n a l l y 
competitive i f producing f o r the combined markets of the 
integrating countrieso I n t h i s case, the relevant c r i t e r i o n would 
be the comparative advantage i n terms of i n t e r n a t i o n a l trade 
theory 0 The other s i t u a t i o n i s when an industry, also by reason 
of scale economies, can be operated p r o f i t a b l y i n a regional 
context but under trade-diverting conditions 0 I n t h i s case, 
the relevant c r i t e r i o n would be the comparative advantage i n the 
regional rather than the i n t e r n a t i o n a l context, as well as the 
34/ ECAFE, Asian I n d u s t r i a l Survey f o r Regional Cooperation,, 
Volo I o QPo C l t o n P o 5 1 ~ 5 2 o 
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pot e n t i a l trade creation or trade diversion i n terms of 
customs unions theoryo Obviously, the selection of industries 
depends on t h e i r being predominantly trade-creating., 
By applying the benefit°cost analysis developed i n 
the preceding chapter, i t should be possible to measure the 
present value of net social benefits generated by the selected 
package industries to the countries concerned, i n d i v i d u a l l y 
and c o l l e c t i v e l y o I n l i n e with that analysis, the net social 
benefits from a country°s point of view could be measured by 
using accounting prices (border prices) which r e f l e c t the r e a l 
oconomic cost of inputs and the r e a l economic value of output, 
a l l expressed i n foreign exchangee This could be carried out 
i n three steps© The f i r s t step would be to measure benefits 
by f i n d i n g out the net foreign exchange saved and/or earned 
(through exports) by s e t t i n g up the integr a t i o n industry 0 This 
must take int o account the foreign exchange spent on the 
importation of inputs needed by the industry 0 Secondly, the 
costs w i l l be measured by the opportunity cost of domestic 
factors u t i l i s e d i n production,. This would be equal to the 
marginal import cost f o r traded inputs, and the marginal social 
cost f o r non-traded inputs„ In the l a t t e r case the cost w i l l 
have to be converted i n t o foreign exchange at the social 
marginal u t i l i t y of foreign exchange i n the country concerned„ 
The t h i r d step would be to compare costs with benefits, and 
derive the net social benefits stream which must be discounted 
to i t s present valueo 
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Using t h i s methodology, i t i s possible to allocate 
the "package" industries among the countries concerned i n such 
a way as to maximise the social IRE of each of them. The 
re s u l t i n g "package" would be one of e f f i c i e n t locations f o r a l l 
industries included„ Although t h i s a l l o c a t i o n maximises the 
benefits f o r the region as a whole, i t i s not l i k e l y to ensure 
an equitable d i s t r i b u t i o n of net benefits i f the participants 
d i f f e r i n size and l e v e l of development * Most of the industries 
would be concentrated i n the larger and more developed p a r t i -
cipant (s) • 
To redress t h i s imbalance i n the d i s t r i b u t i o n of net 
benefits and make the package acceptable to a l l p a r t i c i p a n t s , 
i t would be necessary t© re-assign some of the industries to 
the less fortunate p a r t i c i p a n t s . This would ine v i t a b l y involve 
a cost equal to the difference i n production costs between the 
e f f i c i e n t location and the less e f f i c i e n t one. Differences i n 
production costs between countries arise b a s i c a l l y from the 
differences i n the marginal social cost of domestic inputs as 
we l l as the operating conditions of the industries concerned. 
Usually the cost of production i s sensitive to the a v a i l a b i l i t y 
®t an optimal combination of resources, labour and various forms 
of e x t e r n a l i t i e s . I f the cost of production i s affected greatly 
by the cost of raw materials entering i n t o the output, the 
increase i n production cost due to the s h i f t from an optiiaal 
to a sub-optimal loc a t i o n tends to be noticeable. I n contrast, 
footloose industries tend to r e t a i n a larger degree of f l e x i b i l i t y 
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i n s h i f t i n g t h e i r l o c a t i o n , although they are affected consi-
derably by the a v a i l a b i l i t y of s k i l l s o 
I t was mentioned e a r l i e r that there i s a part of net 
benefits which can be labelled as "non-redistributive" and i t 
represents the minimum requirements of equity to keep the 
participants i n the schemeo Accordingly, the over-riding 
concern i n the re^assigmment of industries must be not only 
to minimise the cost of s a t i s f y i n g the regional demand f o r 
the products of the package industries, but also to ensure that 
each par t i c i p a n t receives at least the non-redistributive part 
of net benefitso I n other words, the optimal package i s t h a t 
which combines equity with e f f i c i e n c y i n such a way that each 
participant would be better o f f than i n a state of no-cooperation,, 
Without doubt the package deal approach i s characterised 
by a measure of f l e x i b i l i t y and could be instrumental i n reducing 
the complexity of the problem of balancing the c o n f l i c t i n g 
objectives of ef f i c i e n c y and equity c Much of the success i n 
implementing a "package" depends on the industries selectedo 
I t can be presumed that t h i s approach provides the best solution 
i n the case of new industries which do not e x i s t i n any of the 
p a r t i c i p a n t s , and i n which economies of scale are p a r t i c u l a r l y 
important, a large amount of investment i s involved, and 
ex t e r n a l i t i e s i n terms of locat i o n are r e l a t i v e l y unimportant 
25/ On t h i s point see ? f o r example, ECAFE, Methodology of United Nations Study on ASEAN Economic Cooperation E/CM 011/OAEP. 47TJO11, 1 November 1 9 7 1 , p s 1 4 (mimeo 0)o 
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The industries must be car e f u l l y selected on the basis of 
detailed f e a s i b i l i t y studies, which would reveal the impact 
of these industries on value-added, employment, foreign exchange 
saving and earning, and other variables on each of the pa r t i = 
cipantSo I t i s i m p l i c i t that the selection of industries must 
r e f l e c t the f a c t o r combinations of the countries concerned, 
or rather the c a p i t a l i n t e n s i t y of the production process 0 
But of course no approach can claim to be workable i n 
every respecto Any package deal must not only be economically 
vi a b l e , but also p o l i t i c a l l y acceptable to the countries 
concernedo This i s i n view of the fa c t that countries may 
have d i f f e r e n t social and economic objectives p and therefore 
place d i f f e r e n t weights on the benefits a t t r i b u t e d to integration 
industrieso Thus, only i n d i v i d u a l governments, which are l i k e l y 
to be the i n i t i a t o r s of the package deal agreement, are i n a 
position to judge whether the package offered i s p o l i t i c a l l y 
acceptable or n o t 0 ^ ^ I n addition, the agreement introducing 
the package must be worked out very c a r e f u l l y , especially with 
respect to the financing, ownership, and control of the package 
i n d u s t r i e s 0 
On these grounds the package deal approach seems to 
have d e f i n i t e advantages over other approaches surveyed e a r l i e r 
i n the chapter 0 Aside from ensuring from the beginning to a l l 
56/ For a supporting view, see UWIDO, Report of the Expert Grotn 
Meeting on Regional I n d u s t r i a l Cooperation 0 held i n Vienna during 6=10 December 1971, ID/WGolll/2, 30 December 1971, 
p 0 8 (mimeoo)« 
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the participants what each considers as an acceptable share 
of net integration b e n e f i t s 9 i t can o f f e r with a reasonable 
chance of success a p r a c t i c a l i n i t i a l path to broader integrative 
efforts,. What enhances i t s attractiveness i s that i t does not 
require fundamental changes i n the economic systems prevailing 
i n the p a r t i c i p a t i n g countries 9 and thus the package industries 
could be accommodated with r e l a t i v e ease* With t h i s i n mind ? 
the package deal approach w i l l be adopted as the basic element 
i n the framing of a strategy f o r an integrated i n d u s t r i a l 
development i n the Arab Middle East region e 
PART I I 
The Case o f the Arab Middle East 
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CHAPTER POUR 
ARAB ECONOMIC COOPERATION AND INTEGRATION^ 
I n t r o d u c t i o n 
Having developed i n Part I o f t h i s study the r e l a t i o n -
ship between economic i n t e g r a t i o n and development i n general, 
and the methodology f o r e v a l u a t i n g i n t e g r a t i o n p r o j e c t s as w e l l 
as the techniques f o r implementing i n d u s t r i a l i n t e g r a t i o n 
schemes9 the focus o f i n t e r e s t i n t h i s p a r t w i l l s h i f t t o 
the relevance o f economic I n t e g r a t i o n to th© development o f 
a s p e c i f i c r e g i o n a l grouping, the Arab Middle East c o u n t r i e s 0 
For the purposes o f t h i s study, these c o u n t r i e s are 
taken t o include the Arab c o u n t r i e s i n Asia together w i t h Egypt 
and Sudan 0 The Asian Arab c o u n t r i e s are Bahrain, I r a q , Jordan, 
Kuwait, Lebanon, Oman, Qatar, Saudi Arabia, S y r i a , United Arab 
Emirates, Yemen, and Democratic Yemen 0^ This choice has been 
guided by the f o l l o w i n g basic considerations which w i l l be 
developed f u r t h e r i n the course o f the study« 
I n the f i r s t place, i t i s believed t h a t the above 
coun t r i e s form a meaningful economic r e g i o n w i t h i n the Arab 
3/ I n i t s f i r s t p a r t , the chapter draws h e a v i l y on a paper 
prepared by the author l a t e i n 1977 on the request o f the 
OEGD i n the context o f the " I n t e r f u t u r e s Seminars on 
Developing Countries" 0 The paper i s e n t i t l e d Arab Economic Development and I n t e g r a t i o n ^ and was presented i n the "Arab 
Countries Seminar" held i n B e i r u t d u r i n g 13=15 February 1978 Q The purpose o f these Seminars i s t o allow a b e t t e r under-
standing o f the long-term development prospects f o r some 
selected developing countries and regions, and t o i d e n t i f y 
the major p o l i c y issues which help determine these prospects 0 
2/ Throughout t h i s study, unless otherwise s t a t e d , the term 
"Arab c o u n t r i e s " w i l l be used t o denote the above-mentioned 
countrieso 
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W o r l d ^ They are a r e l a t i v e l y compact r e g i o n which a t t a i n s 
a high degree of complementarity i n resources and markets 
This makes i n t e g r a t i o n among a l l o r some o f them more f e a s i b l e 
( i n terms o f i n c e p t i o n and d u r a b i l i t y ) than pan-Arab i n t e g r a t i o n 
which i s being envisaged by the League o f Arab States, the Council 
o f Arab Economic U n i t y (OAEU) and other inter-governmental Arab 
economic o r g a n i s a t i o n s e Indeed, a c e n t r a l theme o f t h i s study 
i s t h a t economic i n t e g r a t i o n , p a r t i c u l a r l y among developing 
c o u n t r i e s , ought t o be conceived among a selected group o f 
countries i n order t o f a c i l i t a t e the s o l u t i o n o f the problem 
of d i s t r i b u t i o n o f i n t e g r a t i o n b e n e f i t s and costs* 
Seoondly, the co u n t r i e s concerned seem t o have vested 
i n t e r e s t s i n r e g i o n a l economic cooperation and i n t e g r a t i o n , 
given t h e i r present s t a t e o f economic development and the 
r e g i o n a l a v a i l a b i l i t y o f c a p i t a l surpluses. The dramatic 
increase i n o i l revenues since 1971, which i s a f f e c t i n g 
favourably the supply o f c a p i t a l i n the n o n - o i l - c o u n t r i e s , 
has already created a d r i v e f o r r a p i d socio-economic develop-
ment and growth. I t i s becoming amply evident t h a t the 
emergence o f an e f f i c i e n t p a t t e r n o f economic development i n 
the Arab r e g i o n r e q u i r e s a c e r t a i n degree o f i n t r a - r e g i o n a l 
c o o r d i n a t i o n o f investment d e c i s i o n s . What helps i n t h i s 
2/ The term "Arab World" w i l l be reserved i n t h i s study t o 
denote the Arab co u n t r i e s i n Asia and A f r i c a * The A f r i c a n 
Arab c o u n t r i e s , which are not covered i n the study, are 
Libya, Tunis i a , A l g e r i a , Morocco, M a u r i t a n i a , Somalia, and 
Dj i b o u t i * . I n a l l there are 22 c o u n t r i e s , i n c l u d i n g P a l e s t i n e , 
which are members o f the League of Arab States« 
y The Arab c o u n t r i e s covered i n t h i s study comprised i n 1975 
64 per cent o f the t o t a l area o f the Arab World and about 
70 per cent o f i t s p o p u l a t i o n , but c o n t r i b u t e d no less than 
75 per cent of i t s t o t a l Gross Domestic Product (GDP)9 
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d i r e c t i o n i s t h a t most o f the Arab countries have been in v o l v e d 
f o r a comparatively long t i m e 9 though without much success 9 
i n v a r i o u s schemes and agreements f o r economic cooperation and 
i n t e g r a t i o n * I t i s presumed t h a t the f i n d i n g s o f t h i s study-
would be u s e f u l i n suggesting new i n t e g r a t i o n s t r a t e g i e s and 
p o l i c i e s i n the re g i o n as a whole© 
Furthermore s, the co u n t r i e s concerned (excluding Sudan) 
belong t o the United Nations Economic Gommission f o r Western 
Asia (ECWA)^ As i s the case w i t h other r e g i o n a l economic 
commissionsj ECWA focuses i n i t s work programme on strengthen-
in g the economic r e l a t i o n s among the member c o u n t r i e s , and 
undertakes and sponsors surveys and studies on economic and 
t e c h n o l o g i c a l problems and development i n the r e g i o n G This 
i s l i k e l y t o inf l u e n c e p o s i t i v e l y the prospects f o r economic 
i n t e g r a t i o n i n the r e g i o n 0 Of course 9 membership i n EGWA 
does not i n any way compromise the Arab c o u n t r i e s ' membership 
i n the Arab League or any o f the Arab economic o r g a n i s a t i o n s 0 
E f f o r t s f o r r e g i o n a l c o l l a b o r a t i o n could proceed w i t h i n the 
two frameworks 9 despite some overlappingo I t i s important 
t o note t h a t ECWA has c o n t r i b u t e d notably i n recent years t o 
the c o m p i l a t i o n o f s t a t i s t i c a l i n f o r m a t i o n on a r e g i o n a l b a s i s 0 
This should prove very h e l p f u l i n the present s tudy 9 given the 
5/ ECWA was created on August 9? 1973 9 by Resolution 1818 <= LV of the United Nations Economic and S o c i a l Council (ECOSOC), 
to replace the United Nations Economic and S o c i a l O f f i c e i n 
B e i r u t (UNESOB) which served the Arab c o u n t r i e s since 1963„ 
ECWA i s one o f f i v e economic commissions which r e p o r t t o 
the ECOSOC§ the other f o u r being the commissions f o r Europe 
(ECE)p Asia and the P a c i f i c (ESCAP)„ L a t i n America (ECLA) 9 and A f r i c a (EGA)© 
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i n o o m p a r a b i l i t y and sometimes the l a c k o f s t a t i s t i c s on the 
n a t i o n a l l e v e l s 
To provide a background f o r our study o f the p o t e n t i a l 
and prospects f o r economic i n t e g r a t i o n w i t h i n the Arab r e g i o n , 
t h i s chapter w i l l give a c r i t i c a l account o f the attempts a t 
r e g i o n a l eoonomic cooperation and i n t e g r a t i o n among the Arab 
countries o f the Middle East since the e a r l y 1 9 5 0 s o ^ I t i s 
important to note t h a t although these attempts were mostly 
conceived w i t h i n the framework o f the League o f Arab S t a t e s ? 
and more r e c e n t l y w i t h i n the framework o f the CAEU and oth e r 
r e g i o n a l o r g a n i s a t i o n s 9 they involved mostly the countries 
covered i n t h i s study. This i n i t s e l f supports the choice o f 
geographic coverage o f the study© However^ our concern w i l l 
be w i t h the general economic reasons which rendered these 
attempts i n e f f e c t i v e 0 But an important aspect o f the chapter 
w i l l be t o i n d i c a t e t h a t the vast c a p i t a l surpluses accruing 
to the o i l c o u n t r i e s are r a p i d l y becoming a v i t a l f a c t o r i n 
promoting the idea o f economic in t e g r a t i o n , , but what i s l a c k i n g 
now i s a coherent and w e l l - d e f i n e d s t r a t e g y f o r i n t e g r a t i o n * 
Framework o f Economic Regionalism 
The search for r e g i o n a l economic o r g a n i s a t i o n i n the 
Arab World s t a r t e d w i t h the establishment o f the League o f 
6/ The d i s t i n c t i o n between "cooperation" and " i n t e g r a t i o n " i s 
based on the p r o p o s i t i o n t h a t the former aims at reducing 
d i s c r i m i n a t o r y measures among a group o f c o u n t r i e s , w h i l e 
the l a t t e r aims at suppressing such measures to create a 
" t r a n s n a t i o n a l economy"„ 
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Arab States i n 1945. A r t i c l e I I o f the Charter o f the League 
provides t h a t 
"the League a e e has also as i t s purpose the close cooperation o f the member-states, 
w i t h due regard t o the o r g a n i s a t i o n and 
circumstances o f each s t a t e , on the f o l l o w -
i n g matters i (a) economic and f i n a n c i a l 
a f f a i r s , i n c l u d i n g commercial r e l a t i o n s , 
customs, currency, and questions and a g r i = 
c u l t u r e and i n d u s t r y ! and, (b) communi-
c a t i o n | t h i s includes r a i l r o a d s , roads, 
a v i a t i o n , n a v i g a t i o n 9 telegraphs, and m a i l " . J/ 
"For each o f the questions l i s t e d i n 
A r t i c l e I I , s h a l l be set up a s p e c i a l 
committee i n which the member s t a t e s 
s h a l l be represented. The committees 
s h a l l be charged w i t h the task o f l a y i n g 
down the p r i n c i p l e s and extent o f coopera-
t i o n . Such p r i n c i p l e s s h a l l be formulated 
as d r a f t agreements, to be presented t o 
the Council / o f the League/ f o r examina= 
t i o n preparatory to t h e i r submission to 
the a f o r e s a i d s t a t e s 
However, the search f o r economic re g i o n a l i s m d i d not 
gather momentum u n t i l the conclusion o f the Arab J o i n t Defence 
and Economic Cooperation Pact o f 1950 e This Pact provides f o r 
cooperation among the member-states i n the e x p l o i t a t i o n o f 
n a t u r a l resources, expansion o f mutual t r a d e , and c o o r d i n a t i o n 
of economic a c t i v i t i e s . I n accordance w i t h A r t i c l e V I I I o f 
t h i s Pact 9 the Arab Economic Council (AEC) was set up i n 1953« 
This Council which was given an autonomous s t a t u s w i t h i n the 
Arab League i n 1959 9 comprises the Arab m i n i s t e r s o f economy 
and finances As w i l l be revealed l a t e r , the AEC acted as a 
1/ For a documentary record o f the League o f Arab States, 
see Muhammad K h a l i l , The Arab States and the Arab League« 
Vols. I and I I ( B e i r u t i Khayats, 1962), 
ITurther, A r t i c l e IV o f the Charter provides 
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forum f o r n e g o t i a t i n g many o f the agreements which now govern 
Arab economic cooperation and i n t e g r a t i o n 0 ^ 
The f i r s t landmark i n Arab economic cooperation dates 
back t o 1 9 5 3 when the f i r s t m u l t i l a t e r a l agreement f o r f a c i l i -
t a t i n g trade exchanges and r e g u l a t i n g t r a n s i t trade was signed 
This agreement was geared t o i n t e g r a t e the markets o f the 
o o n t r a c t i n g - c o u n t r i e s I t went as f a r as exempting almost 
a l l Arab a g r i c u l t u r a l commodities from t a r i f f b a r r i e r s , and 
g r a n t i n g c e r t a i n i n d u s t r i a l goods t a r i f f reductions amounting 
to 2 5 or 5 0 per cent (as prescribed i n the l i s t s annexed 
t o the agreement)o But the agreement contained escape clauses 
(covering "goods subject to government monopoly" and goods 
which any goverment may decide t o ban c o m p l e t e l y ) 9 and 
s u f f e r e d from a great number of b u i l t - i n defectSo I t did not 
contain f l e x i b l e p r o v i s i o n s t o ensure i t s developments e i t h e r 
8/ The AEC has been c r i t i c i s e d f o r not having a plan or a 
p o l i c y f o r the development o f a p a t t e r n f o r r e g i o n a l 
cooperation,, The choice o f cooperation agreements by the 
AEC was r a t h e r a c c i d e n t a l , w i t h o u t any system o f e i t h e r 
p r i o r i t y o r l o g i c a l sequence 0 This was p a r t l y due to the 
l a c k o f planning on the p a r t o f the Arab League S e c r e t a r i a t , 
and p a r t l y to the l a c k o f response from the Arab S t a t e s c 
See Burhan E a j a n i , Regional Cooperation o f Arab States i n 
the F i e l d o f I n d u s t r i a l Development, uTTESOB-UNIDO-IDCAS, 
Inter - R e g i o n a l Seminar on Selected Aspects o f I n d u s t r i a l 
P o l i c y , B e i r u t 4 ^ 1 5 January 1 9 7 1 , I D / W G o 8 6 / 7 , 1 6 November 
1 9 7 0 , p 0 1 3 o 
No attempt w i l l be made i n t h i s study t o examine the b i l a t e r a l 
agreements concluded between the various Arab countries„ The 
focus i s on m u l t i l a t e r a l agreements i n v o l v i n g three or more 
oountries<> As a matter o f p r i n c i p l e , the Arab League encouraged 
m u l t i l a t e r a l r e l a t i o n s among the Arab States, but d i d not 
o b j e c t t o b i l a t e r a l r e l a t i o n s which could enhance the prospects 
f o r broader re l a t i o n s , , 
1 0 / The agreement was r a t i f i e d by Egypt and Jordan ( 1 9 5 3 ) , I r a q , 
Lebanon, Saudi Arabia and S y r i a ( 1 9 5 4 ) , and Kuwait ( 1 9 6 1 ) 0 
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by adding new goods to the l i s t s o r by i n c r e a s i n g the ra t e o f 
tariff-preference„ Also i t d i d not contain the appropriate 
p r o v i s i o n s f o r s e t t l i n g payments a r i s i n g from the exchange o f 
goods, and more i m p o r t a n t l y , i t allowed f o r the i m p o s i t i o n o f 
a d m i n i s t r a t i v e ( q u a n t i t a t i v e ) r e s t r i c t i o n s on trade exchanges 
when deemed necessary by the c o n t r a c t i n g - c o u n t r i e s 0 The 
agreement d i d not i n t e r f e r e , i n the l e v e l o f t a r i f f s a pplied 
by the c o n t r a c t i n g = c o u n t r i e s , and hence i t was s i g n i f i c a n t only 
i n the case where the t a r i f f was so high as to make the t a r i f f -
preference s u b s t a n t i a l o ^ ^ 
On the whole, the agreement proved t o be o f some 
p r a c t i c a l s i g n i f i c a n c e to the countries which at the time 
had no exchange c o n t r o l and other n o n - t a r i f f b a r r i e r s (i&eo 
Lebanon, Jordan, Saudi Arabia and S y r i a ) , e s p e c i a l l y as 
t a r i f f preferences and exemptions were su p e r i o r to those o f 
the b i l a t e r a l agreements concluded e a r l i e r o I n f a c t t h i s 
agreement was viewed against the t r a d i n g arrangement i n h e r i t e d 
from the mandatory r u l e , which collapsed through the c r e a t i o n 
o f independent customs regimes and the conclusion o f several 
b i l a t e r a l trade a g r e e m e n t s H o w e v e r , the re-emergence o f 
1 1 / ?©r a more elaborate discussion o f these d e f e c t s , see 
D a j a n i 9 op Q c i t o o p p Q 1 4 - 1 6 0 
1 2 / One o f these arrangements was the de f a c t o f r e e trade area 
between S y r i a , Lebanon, Palestine and Transjordan which 
came t o an end i n 1 9 4 8 0 Another arrangment was the 
Libano-Syrian customs union which was subjected t o severe 
s t r a i n a f t e r the independence o f the two co u n t r i e s i n 1 9 4 6 , 
and was dissolved i n 1 9 5 0 0 I n c i d e n t a l l y , a Syrian proposal 
t o r e - e s t a b l i s h the customs union and create a l e g a l basis 
f o r i t was made i n a j o i n t economic meeting held i n Ohtaura 
(Lebanon) on 1 7 November 1 9 5 4 , but Lebanon was not receptive 
t o the i d e a 0 The t e x t o f t h i s proposal was published i n the 
Economic B u l l e t i n o f the Damascus Chamber o f Commerce, No 0 1 , 
1 9 5 5 , p p o 1 1 9 = 1 3 7 ( i n A r a b i c ) o 
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b i l a t e r a l agreements w i t h s t i l l b e t t e r p r o v i s i o n s soon under-
mined the above agreement a I n a d d i t i o n , the r i s e o f r e s t r i -
c t i v e trade p o l i c i e s and state t r a d i n g ( i n Egypt and l a t e r on 
i n S y r i a and Iraq ) made n o n - t a r i f f b a r r i e r s more s i g n i f i c a n t 
i n determining the p a t t e r n and d i r e c t i o n o f f o r e i g n trade 
The need t o introduce d r a s t i c changes i n t o the agreement 
or to replace i t by a new one became obvious i n the l a t e 1960s, 
and caused heated discussions w i t h i n the AEG Q While I r a q 
favoured the amendment o f the agreement so as to meet the 
changing s i t u a t i o n and lead e v e n t u a l l y to market i n t e g r a t i o n , 
Egypt favoured a much more ambitious scheme which i s the 
Agreement o f Arab Economic U n i t y , d r a f t e d by a t<$am o f experts 
i n Bhamdouia (Lebanon) back i n 1956 0 This issue was not t o t a l l y 
resolved u n t i l A p r i l 29, 1964, when the Agreement o f Arab 
Economic U n i t y came i n t o force a f t e r being signed and r a t i f i e d 
by Egypt, S y r i a , I r a q , Jordan, and K u w a i t H o w e v e r , t h i s 
d i d not a f f e c t the existence o f the m u l t i l a t e r a l trade agreement 0 
A r t i c l e I o f the Arab Economic U n i t y Agreement 
provides f o r the c r e a t i o n o f a f u l l economic union which would 
15/ Between 1954 and 1959 the agreement was amended f o u r times 
t o add a small number o f i n d u s t r i a l goods to the l i s t s 
s ubject t o a tariff-preference„ I n 1960, a p r o t o c o l was 
signed (but not r a t i f i e d by a l l c o u n t r i e s ) according t o 
which the a d d i t i o n o r d e l e t i o n o f goods can be e f f e c t e d 
through a d m i n i s t r a t i v e decisions by the c o n t r a c t i n g - c o u n t r i e s , 
w i t h o u t the need o f r a t i f i c a t i o n by the n a t i o n a l l e g i s l a t i v e 
a u t h o r i t i e s o See League o f Arab States, Department o f 
Economic A f f a i r s , Report on the A c t i v i t i e s o f the Arab League 
i n the Eoonomic ffieldo 1945-71, C a i r o P 1971 9 p Q 21, ( i n Arabic 
14/ Morocco signed but d i d not r a t i f y the agreement <> 
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ensure f o r the member-states and t h e i r c i t i z e n s on equal 
basis the f o l l o w i n g s ^ ^ / 
(a) freedom o f movement o f i n d i v i d u a l s and 
c a p i t a l f 
(b) freedom t o exchange domestic and f o r e i g n 
goods| 
(o) freedom o f residence, works, employment 9 and pr a c t i c e o f economic a c t i v i t y ! 
(d) freedom o f t r a n s p o r t 9 t r a n s i t and the use o f means o f t r a n s p o r t 9 seaports and c i v i l a i r p o r t s ? and, 
(e) freedom o f ownerships, bequeath and i n h e r i t e n c e 9 
To achieve economic u n i t y among the Arab States, 
A r t i c l e I I o f the agreement provides t h a t the member-states 
should undertake to make t h e i r countries one customs area, 
subject to one a d m i n i s t r a t i o n , and u n i f y customs t a r i f f s , 
l e g i s l a t i o n s , and r e g u l a t i o n s which are applied i n ©very one 
of them* The above A r t i c l e provides also t h a t the member= 
sta t e s should coordinate t h e i r p o l i c i e s i n the f i e l d s of 
a g r i c u l t u r e g i n d u s t r y and domestic trade and u n i f y t h e i r 
economic l e g i s l a t i o n s so as t o ensure equal o p p o r t u n i t y f o r 
a l l c i t i z e n s engaged i n a g r i c u l t u r e 9 i n d u s t r y and services« 
I n accordance w i t h A r t i c l e I I o f the agreement, a permanent 
body c a l l e d the Council o f Arab Economic U n i t y (CAEU) i s 
established t o elaborate the successive stages towards economic 
15/ As an a i d to the reader, the f u l l t e x t o f the agreement i s 
presented i n English i n Appendix "A"e 
- 122 -
u n i t y and to follow-up t h e i r implementation„ I t comprises 
the r e p r e s e n t a t i v e s o f the memberestates, and i t s decisions 
are taken by a t w o - t h i r d s m a j o r i t y vote The Council i s 
supported i n i t s work by t e c h n i c a l committees and sub-committees, 
and the General S e c r e t a r i a t which i s based i n Cairo, Egypto 
As a f i r s t step towards the r e a l i s a t i o n o f an Arab 
economic union, the CAEU adopted on August 13, 1964, Resolution 
Noo 17 e s t a b l i s h i n g the Arab Common Market (ACM) 0 Only f o u r 
of the member-countries, namely, Jordan, I r a q , S y r i a and 
Egypt, r a t i f i e d the R e s o l u t i o n Kuwait r e f r a i n e d from approving 
t h i s Resolution, f e a r i n g t h a t i t might jeopardise i t s t r a d i n g 
i n t e r e s t s w i t h the outside worldo The ACM was scheduled t o 
come i n t o e f f e c t on January 1 , 1965, and to complete trade 
l i b e r a l i s a t i o n through gradual e l i m i n a t i o n o f t a r i f f and non= 
t a r i f f b a r r i e r s w i t h i n f i v e years f o r a g r i c u l t u r a l products 
and t e n years f o r i n d u s t r i a l goods produced i n the member-
countrieso^2/ Under r e s o l u t i o n No c 372 adopted i n May 1968, 
the time span f o r trade l i b e r a l i s a t i o n was reduced by three 
years, and the f r e e trade area envisaged became e f f e c t i v e as 
from January 1 , 1971© 
I t ought t o be mentioned t h a t the member-countries 
were r e t i c e n t about trade l i b e r a l i s a t i o n , . They r e s o r t e d 
h e a v i l y t o the escape clause provided f o r i n the ACM Resolution, 
16/ A l l decisions o f the CAEU must be r a t i f i e d by the n a t i o n a l 
l e g i s l a t i v e a u t h o r i t i e s i n order to become bindingo W i t h i n 
the Arab League decisions are b i n d i n g only i f taken unanimously 0 
17/ I n f o r m u l a t i n g the trade l i b e r a l i s a t i o n programme the CAEU 
took i n t o c o n s i d e r a t i o n the t a r i f f reductions and exemptions 
aocorded by the m u l t i l a t e r a l trade agrement o f 19530 
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which a l l o w s 9 upon the approval o f the CAEU and f o r a period 
not extending beyond the f i n a l stage o f trade l i b e r a l i s a t i o n , 
the e x c l u s i o n o f c e r t a i n products from l i b e r a l i s a t i o n 0 To 
j u s t i f y such a t t i t u d e s , the member-countries pointed out 
t h a t the CAEU has not yet completed the studies concerning the 
c o o r d i n a t i o n o f economic plans and t h a t i n the absence o f an 
Arab payments union f r e e i n g o f intr a - A r a b trade would lead t o 
payments , d i f f i c u l t i e s 
Various measures were adopted by the CAEU i n an 
attempt t o transform the fr e e trade area i n t o a common market„ 
Among these measures were the approval o f a d r a f t o f a u n i f i e d 
customs lawp and o f an approach t o the problem o f s e t t i n g 
1 9 / 
e x t e r n a l t a r i f f s I t also approved agreements f o r f a c i l i -
t a t i n g the movement o f labour and c a p i t a l as w e l l as the 
exchange o f investments among the member-countries<> I n the 
f i e l d o f f i s c a l cooperation, i t adopted an agreement on the 
avoidance o f double t a x a t i o n and t a x evasion and an agreement 
on cooperation i n t a x c o l l e c t i o n I t also stressed the need 
f o r i n d u s t r i a l c o o r d i n a t i o n , and held two e x t r a o r d i n a r y sessions 
at the l e v e l o f the Arab m i n i s t e r s o f planning i n 1 9 7 0 and 
1 9 7 1 o Among the basic i n d u s t r i e s selected by the CAEU f o r 
study weres f e r t i l i z e r s , 1 i r o n and steel? petrochemicalsj paper 9 
pulp and s y n t h e t i c s i l k s a g r i c u l t u r a l machinery and t r a c t o r s ? 
1 8 / Ahmad El=Ghandour, "Economic Cooperation and I n t e g r a t i o n 
E f f o r t s i n Selected Countries o f Western A s i a % in ECWA, 
Studies on Development Problems i n Countries o f Western 
A s i a 0 1 9 7 4 o United Nations„ New York 0 1 9 7 5 a Po 3 7 a 
13/ To overcome t h i s problem 9 the CAEU S e c r e t a r i a t suggested to begin w i t h the u n i f i c a t i o n o f the e x t e r n a l t a r i f f s on 
primary products as the n a t i o n a l t a r i f f s do not vary widely., 
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spinning and weaving! and, pharmaceuticals* 
However, a l l these measures remained w i t h o u t any 
s i g n i f i c a n c e on the p r a c t i c a l l e v e l , and one can say t h a t the 
CAEU had a dismal rsoord o f attainment during the f i r s t decade 
o f i t s existence« Although i t s membership was enlarged i n 
recent y e a r s t h e free trade area remains confined to 
the o r i g i n a l members and proved t o be o f l i m i t e d s i g n i f i c a n c e 
on trade expansion and growths To understand the reasons behind 
t h i s phenomenon, i t i s necessary to examine c l o s e l y the magnitude 
and composition o f intra=ACM trade» But to place t h i s trade i n 
i t s broader perspective, the s a l i e n t f eatures o f i n t r a - r e g i o n a l 
trade w i l l f i r s t be examined b r i e f l y * 
A c o r o l l a r y o f the predominance of Arab trade w i t h 
the developed market economies (i«ee Western Europe and the 
United States) i s the small share o f intra-Arab trade i n t o t a l 
t r a d e * Although there has been some expansion i n i n t r a = 
r e g i o n a l trade d u r i n g the 1960s and the e a r l y 1970s, the 
resp e c t i v e shares o f i n t r a - r e g i o n a l exports and imports 
remained modest* During the period 1971-76, i n t r a - r e g i o n a l 
exports accounted no more than 5 per cent o f t o t a l e x p o r t s , 
while i n t r a - r e g i o n a l imports accounted no more than 10 per cent 
o f t o t a l imports• However, the economic s t r u c t u r e and nature 
o f import and export requirements make i n t r a - r e g i o n a l trade 
o f more importance f o r some co u n t r i e s than f o r otherso 
20/ The members which j o i n e d the CAEU a f t e r i t s c r e a t i o n are 
the Sudan, Yemen, Demcoratic Yemen? the United Arab 
Emirates, Libya, Somalia, M a u r i t a n i a 9 and P a l e s t i n e B 
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Ostensibly, the r e g i o n a l market i s o f minor importance 
t o the o i l e x p o r t i n g countries*. During 1971=73, i t accounted 
f o r an annual average o f about 4 per cent o f t o t a l exports i n 
the case o f I r a q and f o r much lower rates i n the oth e r o i l 
c o u n t r i e s o I n c o n t r a s t , the r e g i o n a l market absorbed during 
the above period a large annual average share o f the exports 
o f Jordan (52 per c e n t ) , Lebanon (44 per c e n t ) , Yemen 31 per 
c e n t ) , and Syria (18 per c e n t ) o On the import s i d e , the general 
p a t t e r n i s the same although d i f f e r e n c e s among co u n t r i e s are 
les s acuteo During the period under review, the o i l c o u n t r i e s 
depended on the re g i o n i n v a r y i n g degrees 9 ranging between 
8 per cent i n the case o f Kuwait and 0 O 1 per cent i n the case 
of 0mano Jordan, S y r i a g Lebanon and the two Yemens depended on 
the r e g i o n f o r imports ranging between o n e = f i f t h and one-
f o u r t h o f the respective t o t a l i m p o r t s e 
Table 4 o l gives the m a t r i x o f intra=Arab trade d u r i n g 
1976 e The d i s t r i b u t i o n o f t h i s trade corroborates the 
importance o f the r e g i o n a l market f o r a selected group o f 
countries? namely, S y r i a , Lebanon and Jordan,, B a s i c a l l y , t h i s 
importance i s accounted f o r by the resource endowments o f these 
three c o u n t r i e s , and t h e i r complementarity w i t h respect to 
a g r i c u l t u r a l p r o d u c t i o n I t i s only i n the case o f Lebanon 
t h a t a growing p r o p o r t i o n o f r e g i o n a l exports c o n s i s t s o f l i g h t 
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c o u n t r i e s o — ^ However, as w i l l be emphasised below the 
l i m i t e d basis f o r trade i n the region can be a t t r i b u t e d t o 
the low l e v e l o f development as w e l l as the general t r e n d 
towards s e l f - c o n t a i n e d i n d u s t r i a l development© 
Turning t o intra^ACM t r a d e 9 Table 4 . 2 reveals t h a t 
t h i s trade lagged considerably behind growth i n t o t a l trade 
a f t e r 1 9 7 0 , on the export and import sides» Intra-ACM exports, 
a f t e r i n c r e a s i n g from 6 . 2 per cent o f t o t a l ACM exports i n 
1 9 6 4 t o 1 0 • 6 per cent i n 1 9 7 0 9 declined t o 5 . 8 per cent i n 
1 9 7 5 . S i m i l a r l y , intra-ACM imports, a f t e r i n c r e a s i n g from 
2 . 8 per cent t o 4 . 8 per cent, declined to l o 8 per cent, 
respectively„ I t i s o f i n t e r e s t to note t h a t the changes i n 
intra-ACM exports and imports r e s u l t e d i n the aggravation o f 
the d e f i c i t i n curred i n the trade balance o f each o f the 
member-countries w i t h the remaining members. This i s o f s p e c i a l 
s i g n i f i c a n c e to Egypt which recorded a surplus i n i t s balance 
of trade w i t h the other ACM members durin g 1 9 6 4 = 7 0 . 
Table 4 . 3 shows intra-ACM exports i n selected major 
commodities i n 1 9 7 5 . Although the l i s t o f commodities i s not 
exhaustive, i t makes i t c l e a r t h a t there i s l i t t l e overlapping 
2 1 / An important aspect o f i n d u s t r i a l development i n Lebanon has 
been the growing share o f i n d u s t r i a l exports i n o v e r a l l 
e x p o r t s . I n 1 9 7 4 , i n d u s t r i a l exports reached LL 8 4 6 m i l l i o n , 
a gainst LL 4 4 4 m i l l i o n i n 1 9 7 3 (an increase o f 9 1 per c e n t ) . 
Almost 9 0 per cent o f these exports were destined to the 
neighbouring Arab c o u n t r i e s , e s p e c i a l l y Saudi Arabia which 
absorbed about o n e - t h i r d o f t o t a l . See E l i a s Ghantus, A 
Survey on the Present S i t u a t i o n o f the Lebanese Economy 
and the Plans f o r I t s Reconstruction g Japanese Embassy i n B e i r u t s March 1 9 7 8 , (unpublished s t u d y ) . 
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TABLE 4 »2 
Intra=Arab Common Market Trade, 
1964=1975 
( i n 000 $) 
Egypt I r a q Jordan S y r i a TOTAL % of ACM World trade 
Exports — 
1964 4,418 3,082 4,353 13,702 25,555 6 02 
1968 15,486 9,736 7,501 19,586 52,309 lloO 
1970 23,570 14,196 8,403 20,087 66,256 10 o6 
1973 18,821 20,859 12,273 25,059 77,012 7o6 
1974 23,784 19,590 18,257 31,216 92,847 5o9 
1975 24,652 16,780 21,390 46,756 109,578 5=8 
Imports 
1964 770 11,673 12,821 23,440 48,704 2 0 8 
1968 8,922 15,669 12,185 27,050 63,826 4o2 
1970 14,649 18,500 15,540 38,793 87,482 4c8 
1973 20,010 17,326 34,720 44,381 116,437 4o2 
1974 23,962 30,291 43,780 59,001 157,034 2 0 1 
1975 36,281 40,982 39,785 73,655 190,703 1 0 8 
Balance of Trade 
1964 +3fl648 =8,591 -8,468 -9,738 
1968 +6,564 =5,933 =4,684 =7,464 
1970 +8,921 -4,304 -7,137 =18,706 
1973 =1,189 +3,533 =22,448 -19,322 
1974 =178 =10,701 =24,523 -27,785 
1975 -11,629 =24,202 -18,395 -26,899 
NoBo: Export f i g u r e s exclude I r a q i o i l , S y r i a and Egyptian cotton, and 
Jordanian phosphate3 , which are mostly destined to world markets,. 
Source; Compiled from data given i n CAETJ, General S e c r e t a r i a t , Annual 
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i n exportso This suggests that exports consist of commodities 
which the other members do not produce or exporto About 28 
per cent of t o t a l intra=ACM exports consisted of food items 9 
with Syria contributing about 51 per cent of these items 9 
followed by Jordan (20 per cent), Iraq (16 c5 per c e n t ) 9 and 
Egypt (12o5 per c e n t ) 0 Raw materials accounted f o r about 38 
per cent of t o t a l intra=ACM exports, of which two-thirds was 
contributed by Syria (mostly raw c o t t o n ) 0 Fuels which accounted 
f o r 3 per cent were supplied t o t a l l y by Iraqo As to manu-
factures which accounted f o r 31 per cent of t o t a l intra=ACM 
exports, about 43 per cent of them was contributed by Egypt, 
41 per cent by Jordan, 13 per cent by Syria 9 and only 3 per 
cent by I r a q 0 
A number of economic and non-economic factors are 
responsible f o r the r e l a t i v e l y poor performance of intra-AOM 
tradeo^=^ I n f a c t , the experience of the CAEU i n the context 
of the ACM produces a new evidence that i n a developing 
s e t t i n g mere trade l i b e r a l i s a t i o n f a i l s to bring about any 
s i g n i f i c a n t expansion i n the exchange of goods0 On the basis 
of the above figures, i t can be noticed that trade l i b e r a l i s a t i o n 
a f t e r 1970 became continually less s i g n i f i c a n t and most of the 
intra-ACM (about 70 per cent) consisted of t r a d i t i o n a l exports„ 
The low share and composition of manufactures exchanged w i t h i n 
22/ For other studies on intra-regional trade, see Rodney Wilson 
Trade and Investment i n the Middle East (London8 Macmillan 9 1977) 9 Chapter Vg Samir Ao Makdisi p "Arab Economic Oooperation" i n Roberto A l i b o n i ( e d o ) 9 Arab I n d u s t r i a l i s a t i o n and Economic Integration (London8 Groom Helm, 1979)$> pp<> 90-130? and, 
Ho Aekari and Jo Cummings, "The Future of Economic Integration 
Within the Arab World", International Journal of Middle East 
Studieso Volo 8, No0 3, July 1977, pp<> 289-315o — -
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the AOM suggest that trade l i b e r a l i s a t i o n has not been 
s i g n i f i c a n t from the point of view of contributing to the 
process of economic development, through stimulating i n d u s t r i a l 
growth, u t i l i s i n g i d l e capacity, making use of large-scale 
economies and overcoming foreign exchange constraints* As w i l l 
be argued i n a l a t e r chapter^ the p a r a l l e l development of 
industry among the Arab countries i n general and the ACM 
countries i n p a r t i c u l a r , leaves l i t t l e scope f o r trade exchange 
i n a s t a t i c context and renders market integ r a t i o n undesirable 
to the less e f f i c i e n t partner since i t would no longer be i n 
a pos i t i o n protect i t s industries against imports from the 
more e f f i c i e n t p a r t n e r s ^ / Even when assuming that the partner 
countries are at the same l e v e l of i n d u s t r i a l development, one 
partner may be i n terms of economic size and resources more 
capable than the others i n e x p l o i t i n g the opportunities f o r 
development emerging from market integration,. I t i s mainly 
on these grounds that the ACM countries resorted frequently 
to b i l a t e r a l and even t r i l a t e r a l arrangements amongst themselves 
to specify the volume of exchanges and the means of paymentso 
This was f a c i l i t a t e d by the fact that state trading prevails 
i n three of the member-countries (Egypt, Syria and Iraq) 
These arrangements undermined considerably the u n i t y of the 
§3/ Moreover, i n the case of a common market, trade diversion 
makes the less e f f i c i e n t partner "subsidise" expanded 
employment and income generation i n the more e f f i c i e n t 
partner, and t h i s strains the balance of payments position 
of the former and decreases i t s r e a l income„ 
24/ For an excellent account of the operations of state trading 
organisations i n these and other Arab countries, see Mohamed 
K. Anous, Cooperation Among Stats Trade Organizations of 
Arab Countries, TOCTAD, WB/C.7/37* 11 October 1979. 
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AOM scheme G 
I t cannot be denied that p o l i t i c a l and ideological 
r i f t s between the Arab countries i n general and the AOM 
countries i n p a r t i c u l a r exerted unfavourable effects on 
economic cooperation and i n t e g r a t i o n 0 Conversely, p o l i t i c a l 
rapprochement between some of these countries and f o r some 
periods of time 9 triggered various b i l a t e r a l schemes and 
agreements f o r economic cooperations^/ 
Against t h i s backgrounds, i t i s comforting to observe 
that a more r e a l i s t i c approach i s being cul t i v a t e d among the 
Arab countries* There i s a growing awareness on t h e i r part 
that economic fragmentation hinders t h e i r development and 
progress as well as t h e i r a b i l i t y to r e s i s t outside pressures* 
They seem now to appreciate more the need to develop a system 
of c o l l e c t i v e self-reliance which embraces i n addition to the 
economic f i e l d areas of v i t a l importance£^ Not only f a c t o r 
25/ P o l i t i c a l considerations could be v i t a l i n determining the 
l e v e l of economic relations© Reference i s often made to the 
sharp increase i n trade between Syria and Egypt following 
t h e i r p o l i t i c a l merger i n the United Arab Republic i n 1958 0Paradoxically 9 economic factors were of c r u c i a l importance i n the dissolution of the union i n September 1961 c See l a Kanovskyg "Arab Economic Unity" 9 Middle East Journal«, Volo 21 9 No © 2 9 Spring 1967» pp. 215=2161 and 9 Ragaei El-Mallakh 9 "Economio Integration i n the United Arab Republics A Study i n Resources Development"p Land EconomicsB Volo 36, Noo 3t> 1960, pp s 252-265o 
26/ For examples, Saudi Arabia P Kuwait„ the United Arab Emirates, and Qatar agreed to set up i n Egypt the Arab States M i l i t a r y 
I n d u s t r i a l Organisation with an i n i t i a l c a p i t a l of $ 1 b i l l i o n 0 Before i t s d i s s o l u t i o n i n 19799 the Organisation was producing some weapons mostly under licence• For a background ? see The Economist0 June 28 9 19759 p e 67o 
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endowment i n the Arab region speaks f o r the creation of 
such a system 0 The i n i t i a t i v e taken by some of the o i l 
countries to ear-mark sizeable margins of t h e i r c a p i t a l 
surpluses f o r development purposes i n other Arab countries 
i s becoming rapidly a key f a c t o r i n promoting the idea of 
regional collaboration and i n t e g r a t i o n 
Capital As An Integrating Factor 
Af t e r the dramatic increase i n o i l revenues, especially 
since 1973 9 the Arab World became more than a "geographical 
expression"o Being faced with the challenge of absorbing and 
managing e f f i c i e n t l y t h e i r c a p i t a l surpluses, the o i l countries 
have acted to channel some of these surpluses to other Arab 
countries, either i n the form of loans and aid f o r development 
purposes or i n the form of b u d g e t = s u p p o r t T h i s has not 
only made the Arab markets among the fastest"growing markets 
i n the developing world 9 but also broadened the scope f o r 
developmentp nat i o n a l l y and regionally o A recent sruvey of 
BCWA remarks that 
27/ I t i s thought that substantial c a p i t a l flows have been 
effected since 1967 to Egypt, Syria and Jordan (the countries 
d i r e c t l y involved i n the Middle East c o n f l i c t ) 0 But these do not appear i n published m a t e r i a l 9 and can be considered e i t h e r m i l i t a r y or economic a i d 9 to the extent that m i l i t a r y aid can replace resources which the receiving countries 
would otherwise have had to use f o r economic purposes 0 See 
Y . A o Sayigh, The Determinants of Arab Economic Development0 Volo I , (Londons Groom Helm L t d 0 , 1978), p Q 696 Q 
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"Cooperation i n the f i n a n c i a l f i e l d 
has constituted the more salient aspect 
of regional cooperation i n recent years 0 Such cooperation has become increasingly 
motivated by a sense of moral commitment 
to o v e r a l l regional prosperity and the 
reduction of d i s p a r i t i e s among member 
countries 9 i n contrast to an e a r l i e r emphasis on security and p o l i t i c a l 
considerationso " 2 8 / 
I t i s d i f f i c u l t to ascertain the magnitude of the 
f i n a n c i a l flows w i t h i n the Arab region, given that most of 
the private transfers and some of the public transfers are 
not well-publicisedo By a l l measures, the f i n a n c i a l flows 
from the o i l to the non-oil countries i n the Arab region are 
2 q / 
sizeable and have reached unprecedented levels a f t e r 1 9 7 3 o — ^ 
I n 1 9 7 6 , the f i v e surplus countries ( i 0 e 0 I r a q , Kuwait, Qatar, 
Saudi Arabia and UAE) provided the other Arab countries i n 
the region with b i l a t e r a l concessional assistance (net d i s -
bursements) amounting to $ 1 3 2 1 < , 8 m i l l i o n , against $ 1 1 7 3 o l 
m i l l i o n i n 1 9 7 5 o This represented 3 6 c 6 and 2 8 0 2 per cent, 
respectively, of the t o t a l assistance provided by these 
2 8 / ECWA, Development Planning Division, Survey of Economic 
and Social Developments i n the ECWA Region 0 1 9 7 6 - 7 7 0 " Beirut, May 1 9 7 8 , p Q 8 6 e 
2 9 / Total f i n a n c i a l flows from the surplus countries i n the 
region rose from $ 1 Q 2 8 b i l l i o n i n 1 9 7 3 to $ 4 < > 2 7 b i l l i o n i n 1 9 7 4 (an increase of 2 3 5 per cent immediately a f t e r 
quintupling o i l p r i c e s ) , and to $ 6 Q 2 1 b i l l i o n i n 1 9 7 6 o I n 1 9 7 6 , Saudi Arabia accounted f o r 4 5 per cent of these 
flows, followed by Kuwait ( 3 0 per cent), the UAE ( 1 9 per 
ce n t ) 9 Qatar ( 4 per cent), and Iraq ( 2 per cent ) o Expressed as a percentage of G-NP, the f i n a n c i a l flows i n 1 9 7 6 were 
7 o 0 4 9 i l o 5 0 , 1 1 * 4 5 9 1 0 o 3 7 9 and 0 * 7 5 f o r the above countries respectively o See OECD, Development Cooperation., 1 9 7 7 
Reviewg and, CAEU, O f f i c i a l Financial Assistance to Develop-
ing Countries Prom Arab Countries Members of OPEC0 1 9 7 3 - 7 6 <, 
a paper prepared by UNCTAD Secretariat, December 1 9 7 7 9 Cairo. 
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countries to developing countrieso Egypt, which i s not 
accounted f o r i n the above percentages, received $ 1 8 7 2 e 8 
m i l l i o n i n 1 9 7 5 and $ 1 0 2 8 0 2 m i l l i o n i n 1 9 7 6 0 I n 1 9 7 6 , four 
of the Gulf states formed the so-called Gulf Organisation f o r 
the Development of Egypt (GODE) which has already financed or 
guaranteed a flow appraaching $ 2 0 0 0 m i l l i o n o 
No doubt that t h i s assistance was of some help to 
the d e f i c i t countries i n meeting t h e i r foreign exchange 
requirements f o r developmento According to a study prepared 
by ECWA i n 1 9 7 4 , the t o t a l foreign c a p i t a l needs of the six 
d e f i c i t Arab eotantries i n i t s region ( i 0 e 0 Jordan, Lebanon, 
Oman, Syria and the two Yemens) f o r development during the 
period 1 9 7 1 = 7 5 were estimated at about 2 b i l l i o n d o l l a r s , w i th 
Jordan and Syria accounting f o r the larger part of t h i s d e f i c i t 
( $ 0 o 8 and $ 0 0 5 b i l l i o n , respectively).22/ Of course, the 
ca p i t a l needs of the above countries have grown rapidly i n 
recent years, and could be estimated at about 6 M l l l o n d o l l a r s 
during the period 1 9 7 6 = 8 0 o Assessing the state and prospects 
of intra=regional c a p i t a l flows Sayigh w r i t e s i 
" o o o i n spite of the inadequacy of Arab 
flows inside the region, these flows have 
become much more substantial, and promise 
to grow f u r t h e r i n volume, using many new 
forms and modalities© Before long, Arab 
c a p i t a l flows should make i t unnecessary 
f o r capital-short countries to seek aid 
from sources external to the region 0" 3 1 / 
3 0 / ECWA, Regional Finance A v a i l a b i l i t i e s and the Capital Needs 
of Various Countries i n Western Asia,, 1 9 7 1 ^ T 5 T !ICWiaWI^T n July 1 9 7 4 c 
3 1 / Sayigh, op 0 c i t o n p« 6 9 0 0 
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To understand how the regional a v a i l a b i l i t y of 
c a p i t a l i s influencing and w i l l continue to influence f o r 
some time to come the process of economic in t e g r a t i o n i n the 
Arab region, i t i s necessary to examine the various i n s t i ~ 
t u t i o n a l measures taken by the Arab countries, i n d i v i d u a l l y 
and c o l l e c t i v e l y , to channel c a p i t a l surpluseso The promising 
aspect of these measures i s that they carry with them b i l a t e r a l 
and/or m u l t i l a t e r a l f i n a n c i a l flows which can play a c a t a l y t i c 
role i n the process of economic i n t e g r a t i o n As such these 
flows tend to be more appealing to the oountries concerned as 
a means f o r integ r a t i o n than the mere removal of discriminatory 
measures or the coordination of e x i s t i n g economic policieso 
U n i l a t e r a l I n s t i t u t i o n s 
A f t e r a t t a i n i n g i t s p o l i t i c a l independence, Kuwait 
was desirous to strengthen i t s relations with the Arab World 
and f o r that purpose i t set up i n 1961 a regional example by 
establishing the Kuwait Fund for Arab Economic Development 
(KFAED)025/ The i n i t i a l c a p i t a l of the Fund amounted to 
KD 50 m i l l i o n , which was increased to KD 200 m i l l i o n i n 1966 
and to KD 1000 m i l l i o n (about $3400) i n 1974, when the Fund's 
area of a c t i v i t y was extended to include a l l developing 
countrieso As stated i n i t s Charter 9 the purpose of th© 
Fund i s 
3_2/ For a detailed study of KFAED9 see Soliman Demir, The Kuwait Fund and the P o l i t i c a l Economy of Arab Regional Development 
(New Yorkg Praeger, 1976) 0 Also see Robert Stephens, The Arabs Mew Frontier (Londons Temple Smith, 1976) 0 
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"to assist Arab and other developing States 
i n developing t h e i r economies and, i n 
particularo to provide such States with 
loans f o r the implementation of t h e i r 
development programmes, i n accordance 
with the provisions of t h i s Charter" o 3J>/ 
During the period 1962=76, KFAED°s loans were spread among 
14 Arab countries i n Asia and Afrioao These loans t o t a l l e d 
KD 245o3 millions of which KD 159 ol m i l l i o n went to the Arab 
countries covered i n t h i s study 0 Table 4o4 reveals that there 
i s a heavy concentration on infrastructure i n t o t a l commitments 
to the countries i n the region, with industry and agriculture 
coming secondo The emphasis on inf r a s t r u c t u r e can be explained 
by the point made e a r l i e r that the process of economic development 
hinges much on the creation of such f a c i l i t i e s 0 furthermore, 
since i n f r a s t r u c t u r a l f a c i l i t i e s are not d i r e c t l y productive 
they are l i k e l y to claim more of the c a p i t a l borrowed on 
concessional terms 0 
The establishment of a similar fund had to wait u n t i l 
1971p when the Abu Dhabi Fund f o r Arab Economic Development 
(ADFAED) was l a u n c h e d T h e i n i t i a l c a p i t a l of the Fund 
amounted to 50 m i l l i o n Bahrain! dinars ($105 m i l l i o n ) , but was 
increased to 2,000 m i l l i o n Emirates dirhams ($500 m i l l i o n ) i n 
1974 to extend i t s operations to a l l developing countries i n 
Asia and Africao Unlike KFAED, the ADFAED i s e n t i t l e d i n 
accordance with i t s charter to participate d i r e c t l y i n projects 
32/ KFAED, law and Charter (Law NoQ 25 9 1974, f o r the reorgani-sation of the Fund), no date 0 
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through equity financing 0 The Fund°s t o t a l loan commitments 
by the end of June 1 9 7 5 amounted to Dh 8 6 5 ( $ 2 1 5 m i l l i o n ) , and 
i t s equity p a r t i c i p a t i o n i n c a p i t a l Dh 2 4 milliono The terms 
of loans d i f f e r according to the type of project involved, as 
i s the case with KFAEDo For i n d u s t r i a l and tourism projects, 
the interest rate i s 4 o 5 per cent, the grace period being four 
years and the maturity period 1 4 years5 f o r e l e c t r i c power 
projects the corresponding terms are 3 o 5 per cent, 4 years and 1 7 
years? and f o r i n f r a s t r u c t u r e ! projects 3 per cent and 5 and 2 0 
yearso A l l loans are subject to a 0 o 5 per cent administrative 
charge © 
In 1 9 7 4 , two si m i l a r funds were established by Saudi 
Arabia and I r a q c The Saudi Fund f o r Development (SFD) started 
i t s operations i n A p r i l 1 9 7 5 9 as an agency f o r the government 
entrusted with the provision of project=lending to developing 
countries I t s c a p i t a l was fixed at SRls 1 0 b i l l i o n (about 
$ 2 o 8 4 b i l l i o n ) . To be e l i g i b l e f o r lending, a project must 
contribute to the economic and social development of the 
recipient oountry, and be s i g n i f i c a n t i n terms of i t s p r i o r i t y 
over other projects and i t s in t e g r a t i o n with other economic 
a c t i v i t i e s i n that country© There must also be s u f f i c i e n t 
supplementary sources of finance to cover the f u l l costs of 
the projecto For the f i s c a l year ending June 1 9 7 6 9 SFD signed 
and committed loans i n the amount of SRls 3 o 8 5 b i l l i o n 
3 5 / SDF was chartered under Royal Decree No0 M / 4 8 , dated September 1 , 1 9 7 4 , as a legal e n t i t y with autonomous 
f i n a n c i a l status„ 
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" a f f e c t i n g some 4 0 0 m i l l i o n people i n 2 3 developing countries" 
The share of the Arab countries covered i n t h i s study was about 
SRls 8 4 6 m i l l i o n (or 3 6 per cent) of t o t a l loans committed 0 
The countries concerned were only three, with Syria being 
promised loans t o t a l l i n g SRls 5 5 0 (mainly f o r port expansion, 
e l e c t r i c i t y , and highway projects including the Damascus-
Lebanese highway)? Yemen SRls 1 4 0 m i l l i o n ( f o r e l e c t r i c i t y , 
s i l o project, and livestock development project)? and, Bahrain 
SRls 1 0 0 m i l l i o n ( f o r hydroelectric power s t a t i o n ) • 
The I r a q i Fund f o r External Development (IFED) started 
i t s operations very recently and there are no d e t a i l s on i t s 
a c t i v i t i e s o ^ 7 - / i t s c a p i t a l i s ID 5 0 m i l l i o n ($169 m i l l i o n ) , and 
i t has a borrowing capacity of twice the amount of the c a p i t a l 
and reserves,, This Fund i s s p e c i f i c a l l y conceived as a means 
f o r achieving the economic integration and development i n the 
Arab countries s A r t i c l e I I of the Fund's Law, states that 
the main purpose of the Fund i s to finance part of the develop-
ment plans of the Arab and developing countries through the 
f o l i o wings 
(a) The provision of medium- and long-term 
concessional loans to development projects 
i n other Arab and developing countries with 
p r i o r i t y given to projects which are of v i t a l 
importance to the development of the countries 
concerned! 
3 6 / The breakdown of loans by project type wass 7 1 per cent f o r 
development of infrastructure? 1 8 per cent f o r a g r i c u l t u r a l 
projects? and 1 1 per cent f o r health and education,, The 
geographic d i s t r i b u t i o n of the loans wass 4 5 per cent i n 
Africa? 5 2 per cent i n Asia? and, 3 per cent i n others e Kingdom of Saudi Arabia, The Saudi Fund f o r Development Annual 
Report 1 9 7 5 / 7 6 . 
3 7 / IFED was created under Law Nos 7 7 , dated 6 June 1 9 7 4 o 
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(b) P a r t i c i p a t i o n i n development projects, 
especially those of an investment nature, 
p r i o r i t y being given to projects which help 
bring about Arab economic integration? 
/emphasis added/ 
(o) The encouragement of the investment of 
public and private c a p i t a l , d i r e c t l y or 
i n d i r e c t l y , i n development projects? 
(d) The provision of technical assistance to 
developing countries i n a l l f i e l d s where 
problems are experienced i n connection with 
economic development? and, 
(e) The financing of p r e = f e a s i b i l i t y and 
f e a s i b i l i t y studies a 
M u l t i l a t e r a l I n s t i t u t i o n s 
I n point of f a c t , Kuwait has displayed a judicious 
patronage of Arab economic integrationo Upon the proposal 
of KFAED the Kuwaiti Government suggested i n 1967 the creation 
of the Arab Fund f o r Economic and Social Development (AFESD)0 
The idea of t h i s Fund was prompted a f t e r the Middle East war 
of June 19679 by the desire to aid the Arab countries which 
were d i r e c t l y involved i n that war ( i 0 e 0 Egypt, Syria and 
Jordan)o This aid was taken care of by the famous "Khartoum 
Agreement" and the Kuwaiti proposal continued to receive 
attention and support as being an i n s t i t u t i o n a l measure f o r 
assisting i n Arab development and reconstruction, as has been 
38/ This agreement was reached at the Arab Summit Conference 
held i n Khartoum following the June 1967 war 0 I t provided f o r f i n a n c i a l assistance from Kuwait, Libya and 
Saudi Arabia to Egypt and Jordan, with Syria refusing 
any assistance 0 
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envisaged i n the 1950s,,--2' I n May 1968, the Arab Economic 
Council passed a r e s o l u t i o n approving a revised v e r s i o n o f 
the "Agreement E s t a b l i s h i n g the Arab Fund f o r Economic and 
Soc i a l D e v e l o p m e n t " I t was not u n t i l A p r i l 1973 t h a t the 
AFESD s t a r t e d i t s operations from i t s base i n Kuwait, and 
t h i s was considered as a s i g n i f i c a n t t u r n i n g p o i n t i n the 
h i s t o r y o f Arab economic cooperation and i n t e g r a t i o n 
According t o A r t i c l e I I o f i t s agreement the Fund 
s h a l l p a r t i c i p a t e i n the f i n a n c i n g o f economic and s o c i a l 
39/ The need f o r e s t a b l i s h i n g an Arab r e g i o n a l f i n a n c i a l 
development agency was recognised as f a r back as 1953 9 
when the f i r s t conference o f Arab M i n i s t e r s of Finance 
and Economy which was hel d i n B e i r u t discussed the matter,. 
But i t was not u n t i l 1957 t h a t the Arab Economic Council 
approved an agreement t o e s t a b l i s h the "Arab F i n a n c i a l 
I n s t i t u t i o n f o r Economic Development"« This Agreement 
which f a i l e d to o b t a i n the necessary r a t i f i c a t i o n s from 
the Arab governments, f i x e d the c a p i t a l o f the I n s t i t u t i o n 
a t 20 m i l l i o n Egyptian pounds, to be subscribed t o by the 
members i n p r o p o r t i o n t o t h e i r c o n t r i b u t i o n s t o the budget 
of the Arab League (thus g i v i n g Egypt a c o n t r o l l i n g i n t e r e s t ) 
The main aim o f the I n s t i t u t i o n as prescribed i n the Agree-
ment was to encourage "the steady growth o f productive 
p r o j e c t s undertaken by governments, o r g a n i s a t i o n s , and 
i n d i v i d u a l s o Such encouragement s h a l l be manifested e i t h e r 
by g r a n t i n g these p r o j e c t s loans, guaranteeing loans 
granted t o them, p a r t i c i p a t i n g i n them, o r preparing 
t e c h n i c a l s t u d i e s f o r them" G See League of Arab States, 
Report on the A c t i v i t i e s o f the Arab League i n the Economic 
F i e l d , 1945-71, Cairo, 1971, pp* 47=57. 
40/ The r e s o l u t i o n considered t h i s agreement as r e p l a c i n g the 
previous agreement f o r the Arab F i n a n c i a l I n s t i t u t i o n 
f o r Economic Developmento 
41/ Since AFESD can play an important r o l e i n the promotion 
of r e g i o n a l i n t e g r a t i o n w i t h i n the scheme proposed l a t e r 
on i n t h i s study, the f u l l t e x t o f the agreement e s t a b l i s h -
i n g i t i s presented i n English i n Appendix "B"« 
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development p r o j e c t s i n the Arab countries b y i 
(a) Financing economic p r o j e c t s o f an investment 
character by means o f loans granted on easy 
terms t o Governments, and t o p u b l i c o r 
p r i v a t e organisations and i n s t i t u t i o n s 9 g i v i n g preference to economic p r o j e c t s 
t h a t are v i t a l to the Arab e n t i t y and, to 
. j o i n t Arab p r o j j e c t s i /emphasis added/ 
(b) Encouraging,, d i r e c t l y o r i n d i r e c t l y , the 
investment o f p u b l i c and p r i v a t e c a p i t a l i n 
such a manner as to ensure the development 
and growth o f the -Arab economy-? and 9 
(c) P r o v i d i n g t e c h n i c a l expertise and assistance 
i n the various f i e l d s o f economic development 0 
The i n i t i a l c a p i t a l o f the Fund was increased t o KD 100 m i l l i o n 9 
and was increased t o KD 400 m i l l i o n i n A p r i l 1975• A l l 21 Arab 
co u n t r i e s subscribe now to the c a p i t a l o ^ ^ The borrowing 
©apacity o f the Fund i s twice the amount o f i t s c a p i t a l o loans 
provided by the Fund have an average m a t u r i t y period o f 20 
y e a r s 9 grace periods o f 5 years and an i n t e r e s t r a t e o f 4 per 
cent f o r the l e a s t developed c o u n t r i e s and 6 per cent f o r 
the otherso P r i o r i t y i s given t o r e g i o n a l p r o j e c t s which 
i n v o l v e two o r more c o u n t r i e s 9 w i t h emphasis on i n f r a s t r u o t u r a l 
development (mainly telecommunications, e l e c t r i c i t y , t r a n s p o r t 
systems, and water and sewers) • Table 4<>5 shows t h a t by the 
end o f 1977 t o t a l loan commitments to the Arab World were 
KD 295«3 m i l l i o n , o f which KD 108 e3 m i l l i o n went t o the Arab 
c o u n t r i e s covered i n t h i s s t u d y 0 A s p e c i a l u n i t was created 
i n the Fund t o i d e n t i f y investment o p p o r t u n i t i e s i n the Arab 
c o u n t r i e s and prepare f e a s i b i l i t y s t u d i e s 0 The Fund i s also 
42/ The l a r g e s t subscriber i s Kuwait (30 per cent o f i n i t i a l 
c a p i t a l ) , f o l l o w e d by Saudi Arabia, L i b y a 9 Egypt 9 I r a q and TJAE ( w i t h s u b s c r i p t i o n s ranging between 18 and 5 per cent) o 
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cooperating w i t h UNCTAD and UNDP i n a programme f o r the 
i d e n t i f i c a t i o n and preparation o f i n t e r e c o u n t r y f e a s i b i l i t y 
s tudies and investment p r o j e c t s 0 This programmes which w i l l 
extend over s i x years and cost about $20 m i l l i o n , i s t o promote 
Arab economic cooperation and i n t e g r a t i o n s f a c i l i t a t e the f l o w 
of f i n a n c i a l resources, and increase the absorptive capacity 
o f the Arab c o u n t r i e s 0 
Another i n i t i a t i v e taken by Kuwait t o strengthen the 
i n s t i t u t i o n a l framework needed t o promote f i n a n c i a l flows among 
the Arab co u n t r i e s was The Inter=Arab Investment Guarantee 
Corporation (IAIGG) 6 The proposal f o r t h i s scheme was 
submitted t o the F i r s t Arab I n d u s t r i a l Development Conference 
held i n Kuwait i n March 1966 e I t was approved by the Conference 
and the K u w a i t i Government was entru s t e d t o study i t and 
prepare a d r a f t agreement«. On behalf o f the Government 5 KFAED 
sponsored the scheme throughout the preparatory stages, and 
i n December 1970 the Arab Economic Council passed a r e s o l u t i o n 
approving the agreement e s t a b l i s h i n g t h i s Corporation. I n 
May 1974 9 the Corporation s t a r t e d i t s work, and i t has now 
a membership o f f i f t e e n Arab c o u n t r i e s e Of the c o u n t r i e s 
covered i n t h i s study, I r a q , Kuwait, Lebanon, Qatar, S y r i a , 
Saudi Arabia, Yemen, and UAE are members• 
The purpose o f IAIGC i s t o "provide insurance coverage 
f o r Arab ( p r i v a t e ) i n v e s t o r s i n the form o f reasonable compensa-
t i o n f o r losses r e s u l t i n g from non-=commercial r i s k s " so as 
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t o promote c a p i t a l flows between the member-countries„ To 
serve t h a t end, the Corporation 
" s h a l l c a r r y out a c t i v i t i e s which are 
a n c i l l a r y t o i t s main purpose and i n 
p a r t i c u l a r the promotion o f research 
r e l a t i n g to the i d e n t i f i c a t i o n o f 
investment o p p o r t u n i t i e s and the co n d i -
t i o n s o f investments i n the member 
countries"o 4 3 / 
An important aspect o f the agreement e s t a b l i s h i n g the. Corpora-
t i o n i s t h a t i t does not make any d i s t i n c t i o n between c a p i t a l -
i m p o r t i n g and c a p i t a l - e x p o r t i n g countrieso As such i t creates 
an arrangement i n which both groups o f countries would 
p a r t i c i p a t e on an equal f o o t i n g 
The non-commercial r i s k s covered by the Corporation 
includes (a) n a t i o n a l i s a t i o n o r c o n f i s c a t i o n w i t h o u t compensa-
tion? (b) the n o n t r a n s f e r a b i l i t y o f p r i n c i p a l and dividends? 
and, (c) losses which may r e s u l t from war, m i l i t a r y a c t i o n , o r 
p u b l i c o i v i l d i s t r u r b a n c e s 0 The Corporation has an open-ended 
c a p i t a l amounting i n i t i a l l y t o KD 10 m i l l i o n , and was increased 
to KD 25 m i l l i o n i n October 1 9 7 5 ° However, the smallness o f 
the c a p i t a l i s seen as a major c o n s t r a i n t on the f u t u r e opera-
t i o n s o f the Corporation, since t o t a l coverage cannot exceed 
f i v e times the amount o f c a p i t a l plus reserves and no s i n g l e 
4 3 / IAIGC, Convention E s t a b l i s h i n g the Inter-Arab Investment 
Guarantee Corporation 0 Kuwait, no date, p a 5 ( A r t i c l e I I , paragraph 2 ) 0 For a l e g a l study, see Ibrahim Shihata, "Arab Investment Guarantee Corporations A Regional I n v e s t -
ment Insurance P r o j e c t " , Journal o f World Trade Lawo V o l o 6 , 
Noo 2 , 1 9 7 2 , pp 0 185 -202o 
4 4 / Z o l o Nasr 9 The Kuwait Fund Scheme f o r the Guarantee o f I n t e r -Arab Investmentso KFAED, May 1 9 7 2 , p e 4o 
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operation can exceed 10 per cent o f the aggregate amount o f 
the c a p i t a l plus reserves ( o r 20 per cent i n the case o f 
investment i n Arab j o i n t p r o j e c t s ) 0 By the end o f 1976$, t o t a l 
insurance coverage by the Corporation reached KD 2o5 m i l l i o n , 
r e p r e s e n t i n g the f o r e i g n exchange component i n several p r o j e c t s 
w i t h a combined c a p i t a l o f KD 15 m i l l i o n o ^ ^ 
I n r e t r o s p e c t , the establishment o f the above two 
m u l t i l a t e r a l i n s t i t u t i o n s which coincided more o r less w i t h 
the exponential growth i n o i l revenues, d i d not only mark 
a new.phase i n the process o f Arab economic cooperation and 
i n t e g r a t i o n , but also t r i g g e r e d a chain o f m u l t i l a t e r a l 
i n s t i t u t i o n s and projectso These are h e l p i n g t o transform 
the o i l wealth i n t o a "common h e r i t a g e " and t o e s t a b l i s h a 
wide community o f i n t e r e s t s and a s p i r a t i o n s among the Arab 
countrieso I t i s possible to c l a s s i f y these i n s t i t u t i o n s and 
p r o j e c t s i n t o three major groups? (a) those t h a t aim g e n e r a l l y 
a t strengthening the movement towards r e g i o n a l ^ or sub-regional 
cooperation and i n t e g r a t i o n , and they have been conceived 
w i t h i n the framework o f the Arab League and the CAEUj (b) those 
t h a t aim at the i n t e g r a t e d development of a productive sector 
i n a number o f c o u n t r i e s , and they have been conceived mainly 
w i t h i n the framework o f the Organisation o f Arab Petroleum 
Exporting Countries (OAPEC)§ and, (c) those t h a t aim at the 
development o f a c e r t a i n sector i n one or more countries w i t h 
a r e g i o n a l p e r s p e c t i v e 0 Each o f these groups w i l l be examined 
45/ I n case the i n v e s t o r has the n a t i o n a l i t y o f the host country 
as w e l l as t h a t o f any other c o n t r a c t i n g - c o u n t r y , the 
n a t i o n a l i t y o f the host country i s the one t o p r e v a i l o 
I n a l l cases, n a t i o n a l s o f the host country are not 
e l i g i b l e f o r insurance» 
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s u c c i n c t l y i n the f o l l o w i n g paragraphs 0 
Several attempts have been made by the Arab Economic 
Council t o e s t a b l i s h a number o f Arab j o i n t ventures, but 
w i t h very l i m i t e d successo Only one j o i n t venture was r e a l i s e d 
a f t e r i t was proposed i n 1 9 5 6 , and t h a t i s the Arab Potash 
Company I t has a c a p i t a l o f JD 4 o 5 m i l l i o n , subscribed 
to by Jordan, Saudi Arabia, I r a q 9 Egypt, S y r i a , Lebanon, Kuwait, 
and p r i v a t e i n v e s t o r s i n c l u d i n g the Arab Banko I t s purpose 
i s the e x p l o i t a t i o n o f the Dead Sea miner a l resources and the 
manufacturing o f chemical products f o r export and domestic 
consumptiono This p r o j e c t was d i s r u p t e d i n 1 9 6 7 as a r e s u l t 
of the Middle East war, but l a t e r i n 1 9 7 5 attempts were made 
to r e a c t i v a t e i t by seeking f o r e i g n loans o f the order o f 
$ 7 5 m i l l i o n to s t a r t operations again.o 
On i t s p a r t , CAEU recognised i n 1 9 7 3 as a matter o f 
p o l i c y the importance o f j o i n t ventures i n the process o f 
Arab economic i n t e g r a t i o n * , I t was decided t h a t Arab co u n t r i e s 
4 6 / The focus here i s on the m u l t i l a t e r a l i n s t i t u t i o n s and 
p r o j e c t s which have been formed w i t h regard t o r e g i o n a l 
and sub=regional economic in t e g r a t i o n * . I n s t i t u t i o n s which 
were set up by the Arab co u n t r i e s s o l e l y o r w i t h p a r t i -
c i p a t i o n from other countries f o r development purposes 
are not included (such as The Arab Bank f o r Economic 
Development i n A f r i c a , The Arab Fund f o r the P r o v i s i o n 
of Loans t o A f r i c a n Countries, and the Islamic Development 
Bank)o Also m u l t i l a t e r a l p r o j e c t s which do not s p e c i f i c a l l y 
address themselves t o Arab economic i n t e g r a t i o n are not 
includedo For a complete l i s t i n g and review o f a l l p r o j e c t s , 
see CAEU, Arab P r o j e c t s and Arab I n t e r n a t i o n a l J o i n t 
P r o j e c t s , Cairo, F i r s t E d i t i o n , 1 9 7 7 ( i n A r a b i c ) 0 
4 7 / The other ventures which were approved by the Arab Economic 
Council but never r e a l i s e d were The Arab World A i r l i n e s 
Corporation ( i n 1 9 6 1 ) , and the Arab O i l Tankers Corporation 
and the Arab Maritime Company ( i n 1 9 6 3 ) o The o i l tankers 
was undertaken a decade l a t e r by OAPECo 
- 151 -
which are not y e t members o f the CAEU can take p a r t i n the 
establishment o f these ventures and c o n t r i b u t e to t h e i r 
c a p i t a l s as shareholders 0 Once a j o i n t venture i s est a b l i s h e d 
and the board o f d i r e c t o r s i s e l e c t e d , i t becomes t o t a l l y 
independent from the 0AETJo Each venture i s oonceived as a 
ho l d i n g company which can manage from i t s headquarters the 
s u b s i d i a r i e s and branches 0 I t i s conceived t h a t the mother 
company and i t s s u b s i d i a r i e s could e s t a b l i s h d i f f e r e n t forms 
o f cooperation a t both the n a t i o n a l and r e g i o n a l l e v e l s 0 This 
cooperation could range from pure research t o f i e l d studies 
i n c l u d i n g market researcho P r i o r i t y should be given i n 
e s t a b l i s h i n g such ventures to those whichs (a) e x p l o i t a v a i l -
able Arab resources? (b) improve the welfare o f the Arab 
i n d i v i d u a l ? (c) develop basic i n d u s t r i e s ? (d) increase food 
supply? and, (e) increase Arab e x p o r t s A l r e a d y f o u r j o i n t 
ventures have been created? the Arab Company f o r the Development 
o f Animal Resources (based i n Damascus w i t h a c a p i t a l o f 
KD 66 m i l l i o n ) ? the Arab Company f o r Mining (based i n Amman, 
c a p i t a l KD 120 m i l l i o n ) ? the Arab Company f o r Pharmaceuticals 
and Medical Supplies (based i n Cairo, c a p i t a l KD 60 m i l l i o n ) ? 
and, the Arab Company f o r I n d u s t r i a l Investments (based i n 
Baghdad, c a p i t a l KD 150 m i l l i o n ) 0 Only the f i r s t two o f these 
companies s t a r t e d t h e i r o p erations, both i n the second h a l f 
o f 1975o 
48/ CAEU, A Summary Report on the A c t i v i t i e s o f Arab J o i n t 
Ventures and Arab Functional Federations 0 Cairo, 1977, 
pp 0 2-7 ( i n Arabic) o ~~ 
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An important Arab j o i n t venture was established i n 
1974, the Arab Investment Company (AIC), w i t h the c a p i t a l 
being subscribed by Abu Dhabi, Bahrain, Egypt, Kuwait, Qatar, 
Saudi Arabia and the Sudan 0 At a l a t e r stage, I r a q , Jordan, 
Morocco, S y r i a and Tunisia joined the companyo The t o t a l 
c a p i t a l o f the Company i s $255 m i l l i o n , o f which about 48 per 
cent i s c o n t r i b u t e d by Abu Dhabi, Kuwait, and Saudi A r a b i a Q 
The main purpose o f t h i s Company which took t h e form o f a 
j o i n t stock company, i s t o promote the investment o f Arab 
c a p i t a l i n economic development p r o j e c t s i n the f i e l d s o f 
a g r i c u l t u r e , i n d u s t r y , trade and s e r v i c e s 0 For t h i s purpose 
the Company undertakes tos 
(a) E s t a b l i s h new p r o j e c t s or p a r t i c i p a t e i n e q u i t y 
c a p i t a l i n such p r o j e c t s , and also purchase, 
p a r t i a l l y or w h o l l y , p r o j e c t s t h a t are already 
i n operation? 
(b) Carry a l l business a c t i v i t i e s to achieve i t s 
objectives? 
(c) Place funds i n , and borrow d i r e c t l y from, the 
f i n a n c i a l market? 
(d) Issue bonds and accept time d e p o s i t s , as may be 
needed to achieve i t s purposes? and, 
(e) Provide t e c h n i c a l assistance and undertake any 
studies required to achieve i t s objectiveso 
The Company s t a r t e d i t s operations i n 1975 from i t s headquarte 
i n Riyadho I t has already invested i n two major projects? one 
i s the Kenana Sugar Company i n the Sudan and the other i s the 
Arab I n t e r n a t i o n a l Insurance Company0 I t i s presumed t h a t the 
Company w i l l focus on the p r i v a t e s ector and w i l l play an 
a c t i v e r o l e i n the promotion o f a r e g i o n a l f i n a n c i a l marketo 
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As t o the j o i n t ventures which aim a t the i n t e g r a t e d 
development o f s e l e c t i v e productive s e c t o r s , OAPEC has been 
most activeo OAPEC was formed i n 1968 by Saudi Arabia, Kuwait 
and L i b y a 0 Membership i n t h i s Organisation i s open t o any 
Arab country i n which ©il forms an important source o f n a t i o n a l 
income, and by 1973 i t was enlarged to include as w e l l Bahrain, 
A l g e r i a , S y r i a , I r a q , Qatar, Egypt and the United Arab Emirates„^ 
One o f the Orga n i s a t i o n 0 s o b j e c t i v e s i s to a s s i s t memberecountries 
to i n t r e g r a t e the o i l sector w i t h other sectors o f t h e i r economies 0 
To serve t h a t end, OAPEC undertook the establishment o f f o u r 
major j o i n t v e n t u r e s e The f i r s t o f these ventures i s The Arab 
Maritime Petroleum Transport Company (AMPTC), es t a b l i s h e d i n 
1973 w i t h headquarters i n Kuwaito The authorised c a p i t a l i s 
$600 m i l l i o n , and the Company i s t o undertake a l l a c t i v i t i e s 
o f maritime t r a n s p o r t o f hydrocarbons, i n c l u d i n g the purchase 
o f tankers f o r crude, l i q u e f i e d gas, r e f i n e d products and 
petro-chemicalso Great emphasis i s l a i d by the Company on 
t r a i n i n g and development o f capable personnel to operate the 
Company's f l e e t which i s o f over two m i l l i o n tonnes 0 The 
second venture i s The Arab S h i p b u i l d i n g and Repair Yard i n 
Bahrai n 0 The authorised c a p i t a l i s $300 m i l l i o n , . This p r o j e c t 
i s a long-term one and could be i n s t r u m e n t a l i n promoting r e g i o n a l 
49/ The major d i s t i n c t i o n between OAPEC and OPEC (the Organi-
s a t i o n o f Petroleum Exporting Countries) i s t h a t the former 
i s p r i m a r i l y concerned w i t h the long-term aspects o f coopera-
t i o n and interdependence among i t s members, whereas the 
l a t t e r i s concerned w i t h defending the i n t e r e s t s and r i g h t s 
o f i t s members and n e g o t i a t i n g b e t t e r terms f o r o i l e x p o r t s 0 For an e x c e l l e n t study o f these o r g a n i s a t i o n s and the 
background which l e d t o t h e i r f o r m a t i o n , see Zuhayr Mikdashi, 
The Community o f O i l Exporting Countriess A Study i n Govern-
mental Co-operation (Londons George A l l e n & Unwin l t d O 0 1972), e s p e c i a l l y Chapter 3<> 
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i n d u s t r i a l development through t r a i n i n g t e c h n i c a l workerso 
The t h i r d venture i s The Arab Petroleum Investments Corporation 
(APIC) f e s t a b l i s h e d i n 1975 w i t h headquarters i n Damman and 
an authorised c a p i t a l o f SRls 3600 m i l l i o n ($1 b i l l i o n ) * 
The main purpose o f the Corporation i s to a s s i s t i n the f i n a n c -
in g and c a p i t a l i s a t i o n o f petroleum i n d u s t r i e s and a n c i l l a r y 
i n d u s t r i a l p r o j e c t s and services«, While g i v i n g preference to 
p r o j e c t s undertaken j o i n t l y by the member-countries, the 
Corporation endeavours to advise these countries on the 
investment o f t h e i r c a p i t a l funds i n such a way as t o strengthen 
t h e i r economic p o t e n t i a l o The f o u r t h venture established by 
OAPEC i s the Arab Petroleum Services Company (APSC)• I t was 
esta b l i s h e d i n 1976 w i t h an authorised c a p i t a l o f 100 m i l l i o n 
Libyan Dinars and headquarters i n T r i p o l i (Libya)® The 
a e t i v i t i e s o f t h i s Company and i t s s u b s i d i a r i e s w i l l include 
w e l l d r i l l i n g and maintenance} w e l l sounding and t e s t i n g 
operations? p e r f o r a t i o n operations? w e l l logging? a n a l y s i s 
o f samples o f w e l l corings? r e s e r v o i r engineering and p e t r o ~ 
leum geology? t o p o g r a p h i c a l surveys? geophysical a c t i v i t i e s , 
etC o o a 
I n January 1976, Kuwait demonstrated again i t s 
enthusiasim f o r Arab j o i n t ventures which a t the same time 
showed promising p o t e n t i a l f o r p r o f i t s , by i n i t i a t i n g the 
United Arab Shipping Company (UASO) i n c o l l a b o r a t i o n w i t h 
the United Arab Emirates§ Bahrain 9 Qatar, and I r a q Q The 
authorised c a p i t a l o f the company i s KD 180 m i l l i o n , and 
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i t s headquarters i n Kuwait. I t was decided to merge the 
n a t i o n a l shipping company o f Kuwait w i t h UASC, and t h i s was 
a great help to the success o f the new venture considering 
t h a t the Kuwait Shipping Company was the l a r g e s t dry-cargo 
shipping concern i n the Arab World, I t i s reported t h a t UASC 
plans t o have a f l e e t o f 100 ships by 1980 and 150 by 1985, 
and i t i s l i k e l y to become one o f the leading companies i n 
i n t e r n a t i o n a l shipping l a t e i n the 1980s, i f the present tre n d 
o f import growth t o the region continues 
R e a l i s i n g the need f o r a r e g i o n a l telecommunication 
system, which would promote economic and trade r e l a t i o n s as 
w e l l as emphasise the common c u l t u r e and language o f the Arab 
people, the Arab League sponsored The Arab S a t e l l i t e Communi-
c a t i o n Organisation ( A R A B S A T ) T h i s Organisation which 
came i n t o being i n A p r i l 1976, has i t s headquarters i n Riyadh 
and i t has already awarded a consultancy service on the 
1100 m i l l i o n p r o j e c t e The tender i s f o r a f i v e - y e a r survey 
of the telecommunications needs of Arab c o u n t r i e s , recommenda-
t i o n s f o r the number o f transponders and s a t e l l i t e s r e q u i r e d , 
and design o f both space and ground segments.-^^ The proposed 
50/ Middle East Economic Digests London, 27 February 1976, pp e 5-
51/ The Arab Telecommunications Union, which was established as J 
s p e c i a l i s e d agency w i t h i n the Arab League i n 1953, i n i t i a t e d 
t h i s p r o j e c t e I t received f i n a n c i a l help from the I n t e r n a -
t i o n a l Telecommunications Union and the AFESD t o finance 
preparatory worko 
52/ Middle East Economic Digest, Special Report on Teleoommuni-
c a t i o n s , 27 May 1977, pV v = v i s 
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network w i l l improve .tsl&phone, telegraph and t e l e x 
communication and f a c i l i t a t e the exchange of radio and 
t e l e v i s i o n programmes 0 I t i s expected t h a t the system w i l l 
come i n t o o p eration e a r l y i n 1980s, and pay f o r i t s e l f a f t e r 
f o u r yearso 
I n a d d i t i o n t o the above two groups o f j o i n t v e n t u r e s 9 
the Arab countries have attempted an innovative j o i n t venture 
by which a sector i n one country i s developed w i t h a r e g i o n a l 
perspectiveo I n l i n e w i t h the concept o f "food s e c u r i t y " , 
AFESD has envisaged the achievement o f maximum s e l f - r e l i a n c e 
i n food production f o r the Arab World, i n the context o f an 
a g r i c u l t u r a l development programme i n the Sudan*,-2^ As such 
Sudan w i l l become the "breadbasket" o f the Arab World<> This 
programme i s t o be implemented by a m u l t i l a t e r a l o f f s h o o t o f 
AFESD, the Arab A u t h o r i t y f o r A g r i c u l t u r a l Investment and 
Development (AAAID), w i l l extend over a period o f 25 years (1976-
2000) and w i l l be c a r r i e d out i n two p h a s e s I t envisages 
the c u l t i v a t i o n o f wide areas together w i t h the improvement 
_5_2/ Only 9 per cent o f t o t a l c u l t i v a b l e land i n Sudan i s a c t u a l l y 
u t i l i s e d ( i 0 e 0 16 out o f 200 m i l l i o n a c r e s ) , and water 
resources and labour do not pose serious problems f o r expansion,, 
The a g r i c u l t u r a l sector sustained i n 1973 about 82 per cent 
of t o t a l population*. The concern o f the Government w i t h the 
development o f r u r a l areas i s r e f l e c t e d i n the r e l a t i v e l y 
h i g h share o f investments a l l o c a t e d to the a g r i c u l t u r a l 
s e ctor (35 per cent) i n the present development plan (1977/78-
1982/83)o For a recent survey o f the economic p o t e n t i a l 
o f Sudan, see Report o f the ILO/UNDP Employment Mission, 
19759 Growtho Employment and E q u i t y i A Comprehensive Strategy 
f o r the Sudan (Geneva? I n t e r n a t i o n a l Labour O f f i c e 0 1976)„ 
54/ AADAI was created i n A p r i l 1976, w i t h a c a p i t a l o f KD 150 
m i l l i o n ($517 m i l l i o n ) o The p a r t i c i p a n t s are A l g e r i a , Egypt, 
I r a q , Kuwait, Libya, Mauritania, Morocco, Qatar, Saudi Arabia, 
Somalia, Sudan and the United Arab EmirateSo 
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of a g r i c u l t u r a l i n s t i t u t i o n s such as c r e d i t f a c i l i t i e s , 
d i s t r i b u t i o n o f f e r t i l i z e r s and a g r i c u l t u r a l mechanisation<> 
Under the f i r s t phase ( 1 9 7 6 = 8 5 ) , the production o f most major 
commodities w i l l increase between 1 0 0 and 1 5 0 per cent (these 
include c o t t o n , g r a i n , o i l seeds crops, pulses, f r u i t s and 
vegetables, meat and f i s h ) , except f o r wheat and sugar pro-
d u c t i o n which w i l l be increased by about 5 0 0 per cento A f t e r 
meeting l o c a l demand, production surpluses w i l l be exported to 
the Arab co u n t r i e s as w e l l as other countries,* I t i s estimated 
t h a t c o t t o n exports w i l l maintain t h e i r volume i n 1 9 8 5 , but 
t h e i r earnings w i l l d e c line from over 5 0 per cent t o about 
2 3 per cent o f t o t a l export earnings G Among the new export 
commodities w i l l be sugar, wheat, f r u i t s and vegetables<, I t 
i s estimated t h a t the Arab World would absorb about t w o - t h i r d s 
of t o t a l Sudanese exports i n 1985<> On the other hand, the 
p o t e n t i a l exports to the Arab World would account 4 0 t o 5 0 
per cent o f projected imports o f meat, 4 0 per cent o f vegetable 
o i l s , 2 0 per cent o f sugar, but only 1 to 2 per cent o f wheat 
since Sudan i s not a major producer The programme contains 
some hundred p r o j e c t s d i s t r i b u t e d among the f o l l o w i n g sectors? 
crop and f o r e s t r y p r o d u c t i o n , l i v e s t o c k and f i s h e r y p roduction, 
a g r o - a l l i e d i n d u s t r i e s , t r a n s p o r t , water resources, hydro-
e l e c t r i c power, supporting i n f r a s t r u c t u r e and serviceso The 
o v e r a l l cost w i l l be ( i n 1 9 7 5 p r i c e s ) about 2 o 5 b i l l i o n Sudanese 
pounds (or $6 b i l l i o n ) o f which 6 5 per cent w i l l be i n f o r e i g n 
exchange 0 
5 5 / AFESD, The Basic Program f o r A g r i c u l t u r a l Development i n 
Sudan. 1 9 7 6 - 8 5 0 Kuwait, 1 9 7 6 , p. 7 o ~ 
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F i n a l l y , through the i n i t i a t i v e o f the CAEU the Arab 
Monetary Fund (AMP) was established on A p r i l 27, 1976, w i t h 
a c a p i t a l o f 750 m i l l i o n SDR's© The headquarters o f the Fund 
i s i n Abu Dhabio Unlike the I n t e r n a t i o n a l Monetary Fund, the 
AMF c a r r i e s the f u n c t i o n s o f a payments union along w i t h s h o r t -
term and medium-term f i n a n c i n g , and i t has made i t s f i r s t 
l ending operation e a r l y i n August 1978 t o Egypt* I t i s 
expected also t h a t the AMF w i l l play an a c t i v e r o l e i n the 
development o f an Arab f i n a n c i a l market, a subject which 
i n c r e a s i n g l y captures the a t t e n t i o n o f Arab economists and 
i n s t i t u t i o n s 
Towards I n t e g r a t e d Development 
The account given i n the preceding s e c t i o n i s c l e a r l y 
i n d i c a t i v e o f the favourable impact which c a p i t a l surpluses 
had since 1973 on r e g i o n a l economic cooperation and in t e g r a t i o n , , 
I t makes i t evident t h a t r e g i o n a l e f f o r t s have s h i f t e d from 
trade to the f i n a n c i a l f i e l d * Although i t i s too e a r l y t o 
make a proper assessment o f t h i s development, considering t h a t 
most o f the i n s t i t u t i o n s and p r o j e c t s e s t a b l i s h e d have not 
been i n op e r a t i o n f o r a s u f f i c i e n t l y long time, several basic 
observations can be madea 
56/ For a complete survey o f n a t i o n a l c a p i t a l and money markets, 
see league o f Arab States, Department o f Economic A f f a i r s , 
C a p i t a l and Money Markets i n the Arab World 9 Cairo, 1978 ( i n A r a b i c ) e Also, see General Union o f Chambers o f Commerce, In d u s t r y and A g r i c u l t u r e f o r Arab Countries, The Arab 
F i n a n c i a l Markets the proceedings o f the symposium on the 
development o f an Arab f i n a n c i a l market held i n Damascus 
during 14-19 May 1977, B e i r u t , 1977 ( i n A r a b i c ) . 
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I n the f i r s t place, the c r e a t i o n o f AFESD as w e l l as 
other m u l t i l a t e r a l f i n a n c i a l i n s t i t u t i o n s , i n which the o i l 
c o u n t r i e s are h e a v i l y represented, has introduced a new 
dimension f o r the r e g i o n a l f l o w o f funds 0 Although the 
u n i l a t e r a l funds (KPAED, ADFAED, SDP, and IPED) give compelling 
p r i o r i t y t o the Arab co u n t r i e s i n t h e i r o v e r a l l concessional 
l e n d i n g 9 they are geared t o the finance o f n a t i o n a l development 
projects,, As such they are apt t o plan t h e i r operations 
p r i m a r i l y i n f i n a n c i a l terms and w i t h due regard t o the 
b i l a t e r a l ( e s p e c i a l l y p o l i t i c a l ) r e l a t i o n s w i t h the r e c e i v i n g 
country o I n c o n t r a s t , the APESD which i s p u r e l y f o r the Arab 
co u n t r i e s gives e x p l i c i t preference to i n t e g r a t i o n p r o j e c t s 
and i s a c t i v e i n the i d e n t i f i c a t i o n and f o r m u l a t i o n o f j o i n t 
investment programmes i n s p e c i f i e d productive sectors and sub«= 
sectors o I t i s t r u e t h a t there has been a heavy concentration 
i n the lending operations o f t h i s Fund on n a t i o n a l i n f r a s t r u c t u r a l 
p r o j e c t s , but i t ought t o be r e a l i s e d t h a t these p r o j e c t s oould 
form a pa r t o f the respective r e g i o n a l network o r serve 
neighbouring c o u n t r i e s 0 Por example, APESD gave a loan f o r 
the r e c o n s t r u c t i o n o f the B e i r u t seaport which i s r e g a i n i n g 
much.of i t s importance f o r the Arab hinderland i n view o f the 
increased r e l i a n c e on container t r a n s p o r t O n t h i s b a s i s , 
APESD must be regarded as an i n t e g r a t i o n bank, while th© 
vari o u s u n i l a t e r a l funds as development f i n a n c i n g i n s t i t u t i o n s 0 
57/ A new inte r - A r a b t r a n s i t agreement (concerning mainly 
Lebanon, S y r i a , Jordan, Kuwait 9 I r a q , and Saudi Arabia) 
has been d r a f t e d r e c e n t l y by the OAEU and approved by the 
Arab Economic Council, to replace the 1956 agreement 0 A 
main f e a t u r e of the new agreement i s t o f a c i l i t a t e c o n t a i n e r 
t r a n s p o r t across the Arab t e r r i t o r i e s o 
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This d i s t i n c t i o n must n o t , however, minimise the importance 
of c o o r d i n a t i n g the a c t i v i t i e s o f a l l these funds i n order 
to avoid any overlapping o r possible c o n t r a d i c t i o n s i n 
investments f o r the region as a whole 0 
Secondly, the c r e a t i o n o f a number o f Arab J o i n t 
ventures has added t o the r e g i o n a l f l o w o f c a p i t a l another 
dimension which i s beyond mere lendingo S p e c i f i c a l l y , j o i n t 
e q u i t y f i n a n c i n g o f economic projectso Such f i n a n c i n g could 
be viewed as an e f f e c t i v e instrument f o r economic i n t e g r a t i o n , 
since i t could optimise the use o f productive f a c t o r s i n the 
Arab c o u n t r i e s and b r i n g about a community o f i n t e r e s t s 
through the sharing o f r i s k s and p r o f i t s by various i n v e s t o r s 0 
I t seems, however, t h a t up t o now these ventures have been 
mostly induced by the d i r e c t f i n a n c i a l r e t u r n s expected from 
them, e s p e c i a l l y as they are not supported yet by a p r e f e r e n t i a l 
system f o r t r a d i n g and labour movement among the p a r t i c i p a t i n g 
countries« I t i s i n t e r e s t i n g to note i n t h i s respect t h a t 
Saudi Arabia which had strong r e s e r v a t i o n s against j o i n i n g the 
Arab Economic U n i t y Agreement, i s among the major subscribers 
to the c a p i t a l o f the j o i n t ventures sponsored by the CAEUo 
I n a d d i t i o n , despite the r e l a t i v e l y large size o f c a p i t a l 
involved i n most ventures, they are not l i k e l y t o encompass 
a large share o f the a c t i v i t y i n t h e i r r e spective f i e l d s , and 
thus stand on the "commanding he i g h t s ' ^ Inter-Arab j o i n t 
ventures are apt not only t o face competition from s i m i l a r 
u n i t s o p e r a t i n g i n a n a t i o n a l context, but also t o have a very 
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l i m i t e d bargaining power v i s - l i - v i s non-Arab m u l t i n a t i o n a l 
companies, A s t r i k i n g example i s t h a t o f AMPTO which, despite 
enjoying a large i n i t i a l c a p i t a l and a borrowing capacity 
o f about $1»5 b i l l i o n ^ had to face f i e r c e c o m p e t i t i o n from 
the n a t i o n a l maritime o i l t r a n s p o r t companies, and i n no way 
has i t s Arab character been an advantage„ Although such 
competition i s su r e l y d e s i r a b l e i n p r i n c i p l e , i t made i t 
d i f f i c u l t f o r AMPTC t o t a k e - o f f . I n c o n t r a s t , ASHY i n Bahrain 
i s proving now t o be capable o f competing e f f e c t i v e l y w i t h 
other drydocks i n the G u l f ? e s p e c i a l l y t h a t o f Dubai which 
has already been w r i t t e n o f f as uneconomic by shipping 
58/ 
sources 
T h i r d l y , the l a r g e r p a r t o f the r e g i o n a l c a p i t a l f l o w s 
comprised p u b l i e funds, due both t o the prominence o f the 
p u b l i c sector i n the f i e l d o f investments and the lac k o f 
proper i n c e n t i v e s f o r the exchange o f p r i v a t e investments„ I n 
f a c t , a l l i n s t i t u t i o n s and j o i n t ventures reviewed e a r l i e r 
were sponsored e i t h e r d i r e c t l y by the Arab governments o r by 
ihter-governmental o r g a n i s a t i o n s • This could be taken to 
r e f l e c t the p o l i t i c a l w i l l on the part o f the Arab governments 
t o cooperate economically, and i n t h i s sense i t i s a very 
d e s i r a b l e development. A major aspect o f t h i s development 
i s t h a t i t makes the discussions and work i n the various i n t e r -
Arab economic org a n i s a t i o n s much more meaningful 0 Since the 
Middle East Economic Digests 22 Jul y 1977, p e 3° 
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e a r l y 1960s y an impressive a r r a y o f " c o n s u l t a t i v e " Arab 
organisations have been e s t a b l i s h e d , and these could be 
inst r u m e n t a l i n i d e n t i f y i n g the areas and means f o r cooperation 
and i n t e g r a t i o n , . Amongst these organisations there are the 
I n d u s t r i a l Centre f o r Arab States (IDCAS)p the Arab A g r i c u l t u r a l 
Development Organisation (AAD0) 9 the Arab Labour Organisation 
(ALO)p the Arab Organisation f o r Standardisation and Metrology 
(ASM0)9 and the Arab Organisation f o r A d m i n i s t r a t i v e Sciences 
(AOAS)o On the non-governmental levelp there are numerous 
r e g i o n a l economic org a n i s a t i o n s which could also play a r o l e 
i n promoting i n t e g r a t i v e e f f o r t s Q Amongst these there are 
the f u n c t i o n a l f e d e r a t i o n s ( i 0 e 0 commodity producers 0 associations) 
which were sponsored by the CAEU to b r i n g about some rati'ona-
l i s a t i o n t o e x i s t i n g i n d u s t r i e s o Already f e d e r a t i o n s f o r the 
f o l l o w i n g i n d u s t r i e s have been set up8 i r o n and s t e e l 9 chemical 
f e r t i l i z e r s s t e x t i l e s 9 engineering and food processing 0 On 
the same l e v e l there are p r o f e s s i o n a l ( s y n d i c a l ) unions f o r 
engineers s workers, bankers 9 and economists<, There i s also 
the General Union o f Chambers of Commerces I n d u s t r y and A g r i -
c u l t u r e f o r Arab co u n t r i e s which has i t s General S e c r e t a r i a t 
based i n Bei r u t o When es t a b l i s h e d i n 1951 9 t h i s Union was 
the f i r s t economic o r g a n i s a t i o n t o c a l l f o r i n t e g r a t i o n s and 
i t i s working c l o s e l y w i t h CAEU9 the Arab League and other 
59/ 
organisations f o r the achievement o f t h i s o b j e c t i v e 
39/ See Robert Wo Maodonald 9 The League o f Arab States§ A Study i n the Dynamics o f Regional Organization ( P r l n c e t o n 0 H<,J0s Princeto n U n i v e r s i t y Press, 1965)» PP<> 211=212„ 
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F o u r t h l y , although the r e g i o n a l f l o w o f c a p i t a l served 
the idea o f r e g i o n a l i n t e g r a t i o n , one must recognise t h a t t h i s 
f l o w came i n the wake o f the dramatic increase i n o i l revenues, 
and non~economic f a c t o r s r e l a t i n g t o "Arab s o l i d a r i t y " helped 
a great deal i n promoting i t o I t i s l i k e l y t h e r e f o r e t h a t 
t h i s f l o w would be susceptible to changes i n the f u t u r e , unless 
i t i s l i n k e d t o a process o f r e g i o n a l development 0 I n t h i s 
respect, i t i s important t o note t h a t t h i s f l o w d i d not take 
place i n the context o f a comprehensive programme designed t o 
promote a more r a t i o n a l d i v i s i o n o f labour on a r e g i o n a l or 
sub-regional l e v e l o Hence, the f l o w o f c a p i t a l so f a r lacked 
a sense o f d i r e c t i o n , and i t s cumulative e f f e c t on the o v e r a l l 
process o f economic i n t e g r a t i o n has been minimal« But the f a c t 
remains t h a t t h i s f l o w made a major breakthrough i n r e g i o n a l 
e f f o r t s and now o f f e r s a r e a l o p p o r t u n i t y to pursue development 
on a r e g i o n a l l y - i n t e g r a t e d b a s i s , given the smallness o f the 
domestic market and the narrow range o f resources found i n 
each country i n d i v i d u a l l y 0 
To r e c a p i t u l a t e , the r e g i o n a l a v a i l a b i l i t y o f c a p i t a l 
has been c r u c i a l i n r e - o r i e n t i n g the approach t o Arab economic 
i n t e g r a t i o n , from mere trade l i b e r a l i s a t i o n t o investment 
c o o r d i n a t i o n 0 I t i s more p l a u s i b l e and i n the i n t e r e s t of 
the Arab c o u n t r i e s i n the long-run to mobilise the region's 
f i n a n c i a l resources i n an i n t e g r a t e d form which would a t t a i n 
f o r these c o u n t r i e s , i n d i v i d u a l l y and c o l l e c t i v e l y , a more 
r a t i o n a l a l l o c a t i o n o f resourceSo 
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An attempt i s being made w i t h i n the framework o f the 
Arab League to frame a s t r a t e g y f o r f u t u r e Arab economic 
i n t e g r a t i o n o - ^ This s t r a t e g y w i l l take f i n a l form a f t e r 
approving i t by the f i r s t Arab economic summit meeting which 
i s due t o be held i n Amman, Jordan, d u r i n g November 1980 0 
The basic elements o f the proposed s t r a t e g y are? 
(a) The maximisation o f the f l o w - o f c a p i t a l surpluses 
f o r n a t i o n a l and r e g i o n a l investments, w i t h a view to develop 
an i n t e g r a t e d and s e l f - s u s t a i n i n g productive base which would 
strengthen the economic s t r u c t u r e o f the c o u n t r i e s concerned 
and achieve a balanced growth i n both geographic and economic 
terms 5 
(b) The development o f manpower resources t o meet 
r e g i o n a l requirements i n the long-run, through j o i n t v o c a t i o n a l 
and t r a i n i n g programmes? 
(c) The c r e a t i o n of an indigenous t e c h n o l o g i c a l base, 
through p o o l i n g and c o o r d i n a t i n g n a t i o n a l programmes f o r 
developmental research! and, 
(d) The c r e a t i o n o f an e f f i c i e n t common infrastructure» 
C e r t a i n l y any i n t e g r a t i v e e f f o r t i m p l i e s the attainment 
of a c e r t a i n degree o f c o l l e c t i v e s e l f - r e l i a n c e f o r the p a r t i -
cipants y since i t envisages the development of interdependent 
j£>/ This was c a r r i e d out i n accordance w i t h Resolutions Nos c 600 and 624 (dated 8 January, and 8 December 1975) o f the Arab 
Economic C o u n c i l 0 A group o f Arab economic experts, headed by the prominent economist Burhan D a j a n i , worked on t h i s 
s t r a t e g y since the beginning o f 1977o Upon completion the 
st r a t e g y w i l l be submitted t o the above Council f o r f i n a l 
approval. 
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economic s t r u c t u r e s H o w e v e r , from a country's p o i n t o f view, 
t h i s does not n e c e s s a r i l y mean a s h i f t towards autarky, but a 
l a r g e r degree o f s e l e c t i v i t y and change i n e x t e r n a l economic 
r e l a t i o n s induced by trade l i b e r a l i s a t i o n and other p o l i c y 
measureso This suggests t h a t economic i n t e g r a t i o n ought t o 
be assessed not purel y i n terms o f economic e f f i c i e n c y , but 
also i n terms o f i t s c o n t r i b u t i o n t o the achievement o f c e t a i n 
developmental o b j e c t i v e s which cannot be a t t a i n e d i n d i v i d u a l l y 0 
E v i d e n t l y t h i s p r o p o s i t i o n i s amply rel e v a n t t o the Arab 
co u n t r i e s which d i s p l a y a marked complementarity i n f a c t o r 
supplyo A f u l l e r a p p r e c i a t i o n o f t h i s p o int can only be made 
by r e l a t i n g i t t o the dynamics o f economic growth and develop-
ment i n the Arab c o u n t r i e s e I t i s w i t h t h i s purpose t h a t we 
t u r n i n the next chapter to examining the economic framework 
i n the Arab Middle Easto 
- 166 = 
CHAPTER FIVE 
ECONOMIC FRAMEWORK IN THE ARAB MIDDLE EAST 
I n t h i s chapter an attempt w i l l be made t o examine 
i n some d e t a i l the general economic framework i n the Arab 
Middle East countries w i t h a view to assess the r o l e o f 
economic i n t e g r a t i o n as an a l t e r n a t i v e development strategy,. 
As a backgrounds the chapter w i l l f i r s t examine the resource 
endowments production s t r u c t u r e and f o r e i g n trade o f the 
Arab c o u n t r i e s , and then assess the need f o r developmento 
This w i l l be followed by an examination o f the development 
s t r a t e g i e s advocated a t present i n the r e g i o n , and the 
emerging patterns o f developmento F i n a l l y , the chapter w i l l 
attempt to p r e d i c t f u t u r e development trends and the place 
of economic i n t e g r a t i o n i n o v e r a l l developmento 
Economic Resources 
The Arab c o u n t r i e s included i n t h i s study form a 
r e l a t i v e l y vast r e g i o n , extending over an area o f 7°2 m i l l i o n 
square kilometerso With a t o t a l p o p u l a t i o n estimated i n 
1976 at 102 m i l l i o n , o r approximately 4 per cent o f world 
p o p u l a t i o n , average d e n s i t y i n the re g i o n amounted t o about 
14 persons per square kilometero A s t r i k i n g feature o f the 
region i s the marked unevenness i n the d i s t r i b u t i o n o f human 
and n a t u r a l resources among i t s various parts„ The markets 
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are widespread and separated by deserts and semi-arid areas, 
thus l e a d i n g to communi oat ions and marketing d i f f i c u l t i e s o 
The major p o p u l a t i o n concentration occurs i n the 
v a l l e y s o f the N i l e , Euphrates and T i g r i s which form the 
backbone o f the r e g i o n 5 s a g r i c u l t u r a l p o t e n t i a l , as w e l l as 
i n the c o a s t a l areas where seasonal r a i n s make extensive farming 
or grazing p o s s i b l e 0 With respect to the a g r i c u l t u r a l c o u n t r i e s , 
i t i s n o t i c e d t h a t i n 1976 the d e n s i t y o f population on land 
w i t h permanent crops was the highest i n Egypt (1282 persons 
per s q a km e), followed by Yemen (347), I r a q (217), Jordan (204), 
and S y r i a (138) 0 ^ 
The population growth i n the Arab countries i s among 
the highest i n the w o r i d 0 With an o v e r a l l annual r a t e o f n a t u r a l 
increase averaging between 2<>5 and 3o8 per cent, the region i s 
demographically characterised by a very young age s t r u c t u r e 
and a h i g h dependency r a t i o * About 44 per cent o f t o t a l 
p o p u l a t i o n i s below 15 years o f age, and only 3 per cent i s 
above 65 years 0 I n the Gulf c o u n t r i e s there i s some d e v i a t i o n 
from t h i s r e g i o n a l p a t t e r n due to the temporary immigration 
o f workers, which at the same time caused r a p i d population 
growth i n Kuwait, Qatar, and the UAE ranging between 5 and 9 
per cent per annum durin g the period 1 9 6 0 - 7 5 ^ About one<= 
1/ The f i g u r e s are derived from U o N o Pood and A g r i c u l t u r e 
Organisation (FA0) 9 Production Yearbooks, 1976 0 V o l o 30, RomeD 
2/ EGWAp Demographic and Related Socio-Economic Data Sheets 
f o r Countries o f the Economic Commission f o r Western A s i a 0 NOo 2, January 1978, Beiruto 
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t h i r d o f t o t a l p opulation l i v e i n urban centres which are 
growing a t 4 o 6 t o 5 „ 5 per cent per annum, compared w i t h 
4 o 0 to 4 o 5 per cent f o r the world as a whole 0 I t i s assumed 
t h a t i f present migratory movements w i t h i n the Arab countries 
continue, about 7 0 per cent o f the population would be 
3/ 
urbanised by the year 2 0 0 0 
The Arab c o u n t r i e s , taken as one u n i t , have apparent 
elements o f d i v e r s i t y and s i m i l a r i t y o As o i l and a g r i c u l t u r a l 
land provide the base f o r economic a c t i v i t y and growth i n the 
r e g i o n 9 i t has become fashionable to c l a s s i f y the Arab c o u n t r i e s 
i n t o two groups» one comprising the o i l - p r o d u c i n g and - e x p o r t i n g 
c o u n t r i e s , and the other comprising the a g r i c u l t u r a l ( o r non-
o i l - p r o d u c i n g ) countries<M However, t h i s dichotomic c l a s s i -
f i c a t i o n , apart from not a l l o w i n g f o r the i n c l u s i o n o f Lebanon 
or Egypt, conceals the r e l a t i v e d i v e r s i t y o f resource endowment 
among the countries i n each group 0 
On the one hand, I r a q s which i s a major o i l - p r o d u c e r , 
enjoys a considerable a g r i c u l t u r a l p o t e n t i a l and more than 
h a l f o f i t s p o p u l a t i o n i s engaged i n a g r i c u l t u r a l p u r s u i t s o 
This contrasts sharply w i t h most o f the other o i l - p r o d u c i n g 
c o u n t r i e s which s u f f e r from the l a c k o f e x p l o i t a b l e resources 
3 / Saad-Eddin Ibrahim, Urbanization i n the Arab World 0 a paper presented to the F i r s t Regional Population Conference o f 
the ECWA, 1 9 7 4 , B e i r u t , p Q H o 
4 / The oi l - p r o d u c e r s are Bahrain, I r a q , Kuwait, Oman, Qatar, 
Saudi Arabia, and UAE« The a g r i c u l t u r a l c o u n t r i e s are 
Egypt, Sudan, Jordan, S y r i a , Yemen, and Democratic Yemen0 Though Lebanon i s h e a v i l y dependent on se r v i c e s , the 
a g r i c u l t u r a l sector i n f l u e n c e s to some extent the o v e r a l l 
economic p i c t u r e 0 
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other than o i l and n a t u r a l gas, while even t h e i r human 
resouroes are q u i t e l i m i t e d ^ For example, the combined 
populations o f the t i n y states o f Bahrain, Kuwait, Qatar, Oman 
and the UAE do not exceed 2 e5 per cent o f t o t a l p o p u l a t i o n o f 
the r e g i o n , whereas Egypt and Sudan together account f o r a 
l i t t l e less than t w o - t h i r d s o f t o t a l population,. 
On the ot h e r hand, the a g r i c u l t u r a l c o u n t r i e s d i s p l a y 
marked d i f f e r e n c e s i n the l e v e l s o f t h e i r land f e r t i l i t y and 
water resources, as w e l l as i n s p e c i a l i s a t i o n i n a g r i c u l t u r a l 
5/ 
production due to c l i m a t i c and other geographic conditionstr* 
A g r i c u l t u r e i s mainly rain=fed i n the no r t h e r n p a r t o f the 
r e g i o n , and the inadequacy and sea s o n a l i t y o f r a i n f a l l l i m i t s 
the scope f o r a g r i c u l t u r e i n S y r i a and the the two Yemense 
I r r i g a t i o n predominates i n Egypt, Sudan, I r a q and t o a le s s e r 
extent i n Jordan a But water resources i n I r a q a l l o w f o r 
expanding a g r i c u l t u r a l production,, I n a d d i t i o n , some o f the 
a g r i c u l t u r a l c o u n t r i e s are endowed w i t h some r i c h mineral 
resources which i f developed could become important sources 
o f income and employmento These resources include o i l which 
i s being produced and discovered i n Egypt, S y r i a and more 
r e c e n t l y i n Sudani phosphates i n Jordan, Syria and Egypt? 
i r o n ore i n Egypt, Sudan and Syria? manganese i n Sudan and 
Syria? copper i n Jordan and Sudan? and, rock s a l t i n Democratic 
_§/ I t has been estimated t h a t the production cost o f wheat 
amounts $80 i n I r a q ? $63 i n Jordan, $83 i n Lebanon, and 
$50 i n Syria« I n d i c a t i v e World Plan f o r A g r i c u l t u r a l 
Development 196JH3JLIL Hear East Sub r e g i o n a l Study, FAQ, No. 1, 
Vole I I , 1966, Rome, p e 176 s 
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Yemen. Although the a g r i c u l t u r a l c o untries are more densely 
populated than the o i l - p r o d u c i n g c o u n t r i e s , t h e i r domestic 
markets are comparatively small ( w i t h the exception o f E g y p t ) 9 
and r a p i d p o p u l a t i o n increase i n most o f them works p e r s i s t e n t l y 
towards negating growth i n per c a p i t a income. 
Turning t o the elements o f economic s i m i l a r i t y , i t i s 
no t i c e d t h a t these a r i s e b a s i c a l l y from the s t a t e o f under-
development which characterises a l l countries concerned. 
Ad m i t t e d l y , underdevelopment (or development) i s present i n 
v a r y i n g degrees and modes i n the two groups o f c o u n t r i e s . 
For instance, i n co n t r a s t w i t h the a g r i c u l t u r a l and most 
ot h e r developing c o u n t r i e s , the oi l - p r o d u c e r s enjoy c o n s i -
derable surpluses i n t h e i r balances o f trade and payments*, 
They also enjoy per c a p i t a incomes which are among the highest 
i n the world. The common features o f underdevelopment are, 
i n t e r alia„ the hi g h r a t e s o f population growth, lack o f s k i l l s , 
inadequacy o f i n f r a s t r u c t u r e and development i n s t i t u t i o n s , 
t e c h n o l o g i c a l dependency, and low average p r o d u c t i v i t y o f 
f a c t o r s o f production (see Table 5.1). 
But the most dominant feature o f underdevelopment i s 
the excessive r e l i a n c e o f economic growth on the production 
and e x p o r t a t i o n o f one or a few a g r i c u l t u r a l and e x t r a c t i v e 
products. T k i s f e a t u r e r e f l e c t s the openness o f the Arab 
economies and t h e i r v u l n e r a b i l i t y to e x t e r n a l i n f l u e n c e s , and 
thus renders economic development a pressing task f o r both 
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groups o f c o u n t r i e s a Therefore, to understand the nature 
and o b j e c t i v e s o f the process o f economic development, i t i s 
important t o examine the economic growth and s t r u c t u r e , and 
the f o r e i g n trade p o s i t i o n o f the c o u n t r i e s under d i s c u s s i o n 0 
Economic Growth and Structure 
There i s an obvious d e f i c i e n c y i n n a t i o n a l accounting 
time-series i n the Arab countries covered i n t h i s s tudy Q Even 
when these s e r i e s are a v a i l a b l e they are u s u a l l y f o r very 
short periods o f time (2 t o 4 years) and expressed i n c u r r e n t 
p r i c e s , thus f a i l i n g t o r e f l e c t r e a l changes,. S t i l l an attempt 
w i l l be made below to draw a r e g i o n a l p i c t u r e , i n c o r p o r a t i n g 
as many o f the Arab countries as possible over the period 
1960=76. 
A major f e a t u r e o f past economic growth i n the Arab 
region i s the increase o f the share o f the Gulf c o u n t r i e s ^ 
i n the region's aggregate GDP, against the decline i n the 
share o f the other countries„ Between 1960 and 1975, the 
share o f the Gulf c o u n t r i e s ( i n current p r i c e s ) i s estimated 
to have increased from 44 per cent t o 72 per cent, whereas 
the share o f the other countries a l t o g e t h e r declined from 
56 t o 28 per cent, respectively,. This can be a t t r i b u t e d l a r g e l y 
t o the increase i n world demand f o r Middle Eastern o i l o 
6/ These include Bahrain, Kuwait, Qatar, Oman, Saudi Arabia, 
and U A E o 
7/ The share of the Arab Middle East c o u n t r i e s i n world o i l 
production reached 39=0 per cent i n 1976, against 3 7 d per 
cent i n 1975, and 35°2 per cent i n 1972 0 Middle East Economic Digest, 21 January 1977, p 0 37o 
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During the period 1970=75 9 the average annual r a t e o f growth 
i n GDP ( a t constant p r i c e s ) was 32 o0 per cent i n the Gulf 
c o u n t r i e s s against about 7 per cent i n the oth e r countrieso 
One can e a s i l y d e p i c t the s p i l l over e f f e c t o f the increase i n 
o i l revenues i n t o the n o n - o i l economies by the comparatively 
much higher r a t e s o f growth recorded during 1970-75° However, 
i t ought t o be remarked t h a t the magnitude o f expansion i n the 
oil-economies widened f u r t h e r the d i f f e r e n c e s i n the r a t e s o f 
growth experienced d u r i n g the 1960s i n the Gulf countries on 
the one hand, and the other c o u n t r i e s o f the region on the 
o t h e r 0 ^ 
Table 5<>2 gives the average annual growth r a t e s o f 
GTTP and GDP o f i n d i v i d u a l c ountries i n the Arab r e g i o n D I t 
i s c l e a r t h a t the highest annual r a t e s o f growth i n GNP dur i n g 
the 1960s were i n the United Arab Emirates (29<>5 per cent) and 
Oman (19»4 per c e n t ) , which became r a p i d l y major o i l - p r o d u c e r s 
i n the r e g i o n 0 The o l d e r o i l producers experienced lower growth 
r a t e s d u r i n g the same p e r i o d , ranging between l l o 0 per cent 
i n Saudi Arabia, 9°6 per cent i n Qatar, 8o2 per cent i n Kuwait, 
and 5«9 per cent i n I r a q 0 As t o the n o n - o i l c o u n t r i e s d u r i n g 
the same p e r i o d , Jordan recorded an average annual growth o f 
6 06 per cent, f o l l o w e d by Lebanon, Sy r i a and Egypt w i t h r a t e s 
between 4 and 5 per cento Yemen, Democratic Yemen, and Sudan, 
which belong to the group o f cou n t r i e s designated by UJTCTAD 
&/ These r a t e s are based on s t a t i s t i c a l i n f o r m a t i o n presented 
i n EflWA's Economic Growth o f the EOWA Throughout the Period 
1960-7^0 N a t i o n a l Accounts Studies, B u l l e t i n No Q 1, May 1977, Be i r u t o 
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TABLE 5 . 2 
ARAB COUNTRIES: Average Annual Growth R a t e s of G r o s s and 
P e r C a p i t a P r o d u c t , and of P o p u l a t i o n 
( a t c o n s t a n t 1 9 7 0 p r i c e s ) 
Country- P e r i o d GNP GDP P o p u l a t i o n GNP p e r C a p i t a 
O i l economies 
B a h r a i n 1 9 6 0 - 7 0 6 „ 4 o • e 3 . 5 2 . 9 
I r a q 1 9 6 0 - 7 0 
1 9 7 0 - 7 6 
1 9 7 6 
5 » 9 
1 0 o 5 
1 1 . 4 
6 e 2 
8 „ 0 
7 . 3 
3 . 2 
3 . 3 
d e e 
2 0 7 
7 » 2 
o o o 
Kuwait 1 9 6 0 - 7 0 
1 9 7 0 - 7 6 
1 9 7 5 / 7 6 
8 . 2 
4 . 3 
1 5 o 0 
6 o 0 , 
0 . 1 ^ 
1 . 9 
9 . 8 
6 . 1 
e 9 o 
- 1 . 4 
- 1 . 8 
e o o 
Oman 1 9 6 0 - 7 0 
1 9 7 0 - 7 7 
1 9 . 4 
9 9 9 
o © a 
9 O 9 
2 . 0 
3 o 6 
1 7 . 1 
9 9 * 
Qatar 1 9 6 0 - 7 0 9 . 6 o • o e s a 9 9 9 
Saudi A r a b i a 1 9 6 0 - 7 0 
1 9 7 0 - 7 7 
1 9 7 7 
1 1 . 0 
1 6 . 5 
2 5 . 9 
8 a 6 
1 2 . 0 
1 7 . 0 
2 . 6 
2 . 9 
9 9 9 
8 . 4 
1 3 . 6 
e e e 
U o A o E . 1 9 6 0 - 7 0 2 9 . 5 9 e « O • O e a o 
Non-oil-economies 
Egypt 1 9 6 0 - 7 0 
1 9 7 0 - 7 3 
4 » 0 — 
e e e 
4 . 9 
4 . 7 
9 9 9 
2 . 2 
2 . 3 
2 . 3 
S y r i a 1 9 6 0 - 7 0 
1 9 7 7 
4 . 6 
• e 6 
5 . 7 
3 . 4 
3 . 3 
9 9 O 
1 . 2 
9 O 9 
J o r d a n 1 9 6 0 - 7 0 
1 9 7 0 - 7 7 
6 . 6 
5 . 3 
6 . 8 
9 . 0 
3 . 1 
3 . 3 
3 . 3 
2 . 0 
Lebanon 1 9 6 0 - 7 0 
1 9 7 0 - 7 4 
4 . 7 
7 . 1 
4 . 8 
8 0 6 
2 . 0 
1 . 9 
2 . 6 
5 . 2 
e a s t d e veloped economies 
Yemen 1 9 6 0 - 7 0 
1 9 7 0 - 7 6 
1 9 7 6 
3 . 0 
6 o 9 
1 2 . 3 
6 . 7 
1 0 . 2 
2 o 5 
2 . 8 
9 9 9 
0 o 5 
4 . 1 
9 O O 
Dem. Yemen 1 9 6 0 - 7 0 - 2 . 8 O 0 9 2 . 3 - 5 . 1 •• 
Sudan 1 9 6 0 - 6 5 
1 9 7 0 - 7 5 
9 • O 
O a O 
3 o 9 
& O 9 
* 0 » 
2 . 5 
0 . 8 
a o o 
a / 1 9 7 0 / 7 1 - 1 9 7 5 / 7 6 
S o u r c e s : 
b/ 1 9 6 0 - 7 4 
ECWA, Development P l a n n i n g D i v i s i o n , Development Trends and 
P r o s p e c t s i n S e l e c t e d ECWA C o u n t r i e s , B e i r u t , J a n u a r y 1 9 7 8 ; 
ECV/A, Survey of Economic and S o c i a l Developments i n the EC'.YA 
Reg i o n ~ 9 7 0 - 7 8 , E / E C W A / 8 0 , 2 9 A p r i l 1 9 7 9 , B e i r u t , pp. 1 4 - 1 5 ; 
and, U . N . , S t a t i s t i c a l Yearbook 1 9 7 6 , New York, 1 9 7 7 . 
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as the l e a s t developed among the developing c o u n t r i e s , s u f f e r e d 
very low r a t e s o f growth. I n f a c t , Democratic Yemen experienced 
a negative growth r a t e d u r i n g the 1960s, mainly as a r e s u l t 
o f the i n t e r n a l p o l i t i c a l s t r i f e which preceded independence 
and the decline o f shipping and t r a n s i t services f o l l o w i n g the 
closure o f the Suez Canal i n 1967. 
I n the f i r s t h a l f o f the 1970s there was a c l e a r 
upsurge i n growth, but more i n the o i l economies than i n the 
o t h e r s . The enormous growth i n o i l revenues (see Table 5.3) 
has d e f i n i t e l y broadened the scope f o r development and growth 
i n the r e g i o n as a whole. This r e s u l t e d mainly from a number 
9/ 
o f agreements reached w i t h the o i l c o m p a n i e s . T h e o i l 
i n u d s t r y i s i n c r e a s i n g l y a c t i n g as an "engine o f growth" not 
only f o r the o i l economies but also — though to a much l e s s e r 
extent f o r the n o n - o i l economies i n the r e g i o n . This i s 
t a k i n g place through p r o v i d i n g employment o p p o r t u n i t i e s , 
i n c r e a s i n g c a p i t a l t r a n s f e r s and p r i v a t e investment, and 
incre a s i n g the demand on the service sectors i n some non«=oil 
coun t r i e s (not a b l y Lebanon and Jordan). I t i s l i k e l y t h a t 
present growth trends would continue i n the 1980s, on the 
assumption t h a t o i l would be produced at more favourable terms 
and t h a t Arab o i l would play a more important r o l e i n the world 
9y W i t h i n the framework o f 0PEC§ the major o i l - p r o d u c i n g c o u n t r i e s i n the Middle East ( i n c l u d i n g I r a n ) concluded 
d u r i n g 1971=73 a s e r i e s o f agreements w i t h the i n t e r n a t i o n a l 
o i l companies on posted p r i c e s , t a x r a t e s and other f i n a n c i a l 
aspects r e l a t i n g to the e x p l o i t a t i o n o f o i l resources. The 
f i r s t o f these agreements was signed i n Teheran (February 
1971). I n October 1973, the OPEC co u n t r i e s were able to 
change the nature o f the o i l market from being a buyer's 
market (as was c l e a r l y the case i n the e a r l y 1960s when OPEC 
was established) t o a s e l l e r ' s market. Over a period o f 18 
months, OPEC took u n i l a t e r a l l y successive decisions which 
q u i n t u p l e d posted o i l p r i c e s . 
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energy scene 0 But as w i l l be argued below t h i s would be 
desirable only to the extent that the Arab countries would 
be able to optimise the use of o i l revenues 0 
However, i t i s useful to remark that the growth rates 
i n most countries were w e l l above the minimum growth targets 
set f o r the developing world i n the Second Development Decade 
of the United Nations International Development Strategy,, Thei 
targets are 6 per cent i n t o t a l gross products and 3 o 5 per 
cent i n per capita'gross product« In contrast, i t must be 
pointed out that many factors have acted to depress growth 
rates and r e s t r i c t the scope f o r developmento P o l i t i c a l 
c o n f l i c t s w i t h i n and among some of the Arab countries, as well 
as the Arab=Israeli wars of 1967 and 1973$) had disruptive 
e f f e c t s on economic activity» Moreover, the p o l i t i c a l and 
socio-economic transformation following land reform and 
nat i o n a l i s a t i o n measures i n Syria, Iraq and Egypt i n the 1950s 
and early 1960s undoubtedly had a depressing e f f e c t on invest-
ment and growth i n subsequent yearso 
I t i s important to recognise at t h i s juncture that the 
above growth rates are mostly based on rough estimates and 
ought to be considered as merely suggestive 0 Furthermore, 
i n the case of the o i l economies, the gorwth rates do not 
r e f l e c t the actual performance of the productive capacities 
i n these economies0 The rapid growth i n t h i s case must be 
related primarily to the bounty of nature, on the basis of 
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which highly-developed extractive industries were established 
and managed by foreign companies 
I n t h i s contextj one can notice that the economic 
growth experienced since the early 1960s i n most of the Arab 
countries was not accompanied by s i g n i f i c a n t s t r u c t u r a l changes 
Table 5,4 reveals that i n the early 1970s only Egypt, Syria? 
Jordan, and Lebanon had more than 10 per cent of GDP generated 
i n manufacturing a c t i v i t i e s * More s i g n i f i c a n t l y ? the decline 
i n r e l a t i v e importance i n agriculture experienced i n some 
countries was mainly not i n favour of manufacturing? but 
instead ei t h e r o i l and services (including government) as was 
the case i n Iraq? or services and construction as i n most other 
countries e Manufacturing industry i s s t i l l i n i t s early stages 
despite the rapid expansion achieved from an i n i t i a l l y small 
base i n Lebanon? Syria 9 Iraq and Jordan. I t i s s i g n i f i c a n t 
to note here that the more productive sectors ( i e e . manufactur-
ing and o i l ) absorb less than one-tenth of those economically 
a c t i v e j except i n Lebanon where manufacturing absorbs about 17 
per cent (see Table 5.5) • This can be a t t r i b u t e d to the high 
c a p i t a l - i n t e n s i t y of the o i l industry and to the infancy of 
manufacturing a c t i v i t i e s i n a l l countries of the region other 
than Egypt e 
10/ Various measures were taken by the oil-governments i n 
recent years eit h e r to nationalises p a r t i a l l y or wholly? 
the o i l companies or to seek p a r t i c i p a t i o n i n t h e i r c a p i t a l 
and management. This development has narrowed noticeably 
the gap between GDP and GNP i n some countries as a r e s u l t 
of the decline i n income outflows and repatriated income 
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With the exception of Lebanon which has a real 
comparative advantage i n services? by v i r t u e of i t s geographic 
position and the resourcefulness of i t s business community, 
the r e l a t i v e expansion i n the service sectors i n most of the 
Arab countries i s essentially a r e f l e c t i o n of the e x i s t i n g 
11/ 
national imbalances i n factor supplies.-^ The lack of 
labour and s k i l l s i n the o i l countries as w e l l as the lack 
of c a p i t a l i n the a g r i c u l t u r a l countries? have put serious 
l i m i t a t i o n s on the a b i l i t y to combine factors of production 
e f f i c i e n t l y o Superimposed on t h i s i s the smallness of the 
domestic market i n most countries i n terms of population or 
income per capita. The outcome has been the absorption of 
some of the surplus factors of production (labour or cap i t a l ) 
i n less remunerative service a c t i v i t i e s 0 However? over-
employment i n government services (including defence) 
strengthened t h i s phenomenon? and i n the o i l countries 
government employment i s seen as one of the ways f o r r e d i s t r i -
buting o i l revenues,, 
On the whole? one can conclude that economic growth 
i n the Arab countries i s heavily dependent on factors beyond 
t h e i r controls The l e v e l of income i n the o i l countries 
remains largely determined by o i l exports which i n turn are 
determined by exogenous factors. I n Egypt? Jordan? Syria? 
11/ The Democratic Yemen's economy? f o r example? centres around 
service a c t i v i t i e s ? such as entrepot trade? o i l r e f i n i n g 
and bunkering. But these a c t i v i t i e s cannot be r e l i e d upon 
f o r future growth? and hence present e f f o r t s aim at s h i f t i n g 
the basis of the economy towards, a greater dependence on 
productiono 
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Sudan9 and Yemen, a g r i c u l t u r a l production (which has also 
a bearing on economic a c t i v i t y i n Iraq and Lebanon) continues 
to be a major determinant of income, and the fact that a g r i -
culture i s mainly rain-fed (except i n Egypt and Sudan) makes 
the l e v e l of production susceptible to the vagaries of weather<, 
In Lebanon economic growth r e l i e d heavily on i n v i s i b l e exports 
and c a p i t a l inflows which are intimately related to the economic 
and p o l i t i c a l environment prevailing i n the region 
Foreign Trade Position 
The foreign trade position of the Arab countries 
mirrors c l e a r l y the present state of underdevelopment, and 
by examining i t one can suggest the ways and means by which 
t h i s state could be overcome0 As pointed out above, the 
Arab economies are characterised by t h e i r "openness" to the 
outside world, and t h i s could be depicted by r e l a t i n g trade 
to GNPo Table 5 0 6 summarises the foreign trade position 
during the period 1 9 6 5 = 7 5 o I t can be noticed that the average 
annual rate of growth of exports and imports reached high 
levels i n the f i r s t h a l f of the present decadeo This applies 
generally to the o i l and non-oil countries but with d i f f e r i n g 
trends among i n d i v i d u a l countries i n each group Q I n the case 
of the o i l countries, the acceleration i n the gorwth of 
12/ See UNESOB, Trade,, Development and Economic Cooperation i n 
Six Countrie's'of the Middle Eaeto Beirut„ February 1968<, 
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exports should be seen against both the sharp increase i n 
the price of o i l and the increase i n o i l production to meet 
the expanding world demand0 The growth i n exports outstripped 
by f a r the growth i n imports during the f i r s t h a l f of the 1970s 
i n I r a q , Kuwait? Qatar, and Saudi Arabia, and t h i s enhanced 
considerably the balance of trade surpluses of these countries 0 
I n the case of the non-oil countries, marked 
fluct u a t i o n s i n exports are observed during the period under 
review. This i s a t t r i b u t e d to the dependence of a g r i c u l t u r a l 
exports on weather conditions. At the same time, these 
countries had to face, as other developing countries, the 
unfavourable developments i n int e r n a t i o n a l trade with respect 
to a g r i c u l t u r a l commodities, as a res u l t of which the prices 
of t h e i r exports tended to decline vis-a-vis the prices of 
t h e i r imports and t h i s turned the terms of trade against them.^^ 
1 2 / The creation of UNOTAD i n December 1964 constituted an 
acceptance of the need f o r positive i n t e r n a t i o n a l action 
measures to correct the adverse influences i n the world 
economy on the developing countries 0 I n a statement to the Ad Hoc Committee of the Sixth Special Session of the General 
Assembly of the United Nations held i n A p r i l 1974, to discuss 
the problems of raw materials and development, the Secretary 
General of UNCTAD pointed out that 
" o o o the in t e r n a t i o n a l economy system has f a i l e d , 
over th@ past two decades and more to transmit 
adequately to the developing countries the 
remarkable expansion that has taken place i n the 
developed countries. At the heart of t h i s f a i l u r e 
l i e s the unfavourable trend i n the terms of trade 
of the developing countries. By 1972, the terms 
of trade of the non-oil-exporting developing 
countries had deteriorated by about 15 per cent 
compared with the mid-1950s. This i s equivalent 
to a loss i n 1972 alone of around $10 b i l l i o n , 
more than 20 per cent of these countries' exports, 
and an amount s i g n i f i c a n t l y i n excess of the 
t o t a l of o f f i c i a l development assistance from the 
developed market economy countries i n that same year." 
UNGTAD s> Problems of Raw Materials and Development. Res port 
by the Secretary General of UNCTAD prepared f o r the 6th 
Special Session of the General Assembly, New York, 1974, p<> 1 
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Surprisingly 9 these countries have not been able to expand t h e i r 
food production by the same rate at which t h e i r populations 
increasedo As a matter of f a c t , the Arab countries as a whole 
experienced over the l a s t two decades an alarming increase i n 
t h e i r "food gap" <> Syria, which was a net exporter of wheat 
and cereals i n the early 1950s, imported i n 1977 almost over 
30 per cent of i t s t o t a l wheat requirementso At present a l l 
Arab countries import wheat, but i n varying degrees„ During 
1970=74-9 Iraq imported 15 per cent of i t s domestic requirements 
per annum, against 25 per cent i n Syria, and between 3 5 and 100 
per cent i n the remaining countries 0 The general r i s e i n 
income increased the propensity to import, and some measures 
encouraged imports as i s notably the case with the open-door 
policy i n Egypt 0 Added to t h i s i s the demonstration ef f e c t 
of the conspicuous consumption patterns which emerged i n the 
o i l countries (excluding I r a q ) Q The re s u l t i n g e f f e c t of these 
development has been the aggravation of the external imbalance 
between foreign exchange receipts and import requirements, 
especially i n Syria and Jordan where i n v i s i b l e exports are 
rather l i m i t e d as wel l as i n Egypto Table 5 o 7 shows the main 
balance of payments indicators f o r selected Arab countries 0 
I n t h i s respect, i t i s to be noticed that heavy defence 
commitments i n the countries d i r e c t l y involved i n the Middle 
East c o n f l i c t aggravate the balance of payments position to 
a considerable extent 
14/ As a percentage of GNP i n 1974, m i l i t a r y expenditures 
reached 1 6 o 5 per cent i n Syria, 1 2 o 9 per cent i n Jordan, 
18 00 per cent i n Egypt© Another pressure on the balance of payments of some countries (especially Syria and Iraq) 
has arisen from sizeable c a p i t a l f l i g h t associated with 
u n c e r t a i n i t i e s following p o l i t i c a l upheavals and nationa-
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Table 508 shows the structure of Arab exports and 
imports by major (SITC) commodity classes i n 1975o I t i s to 
be remarked that on the export side very l i t t l e d i v e r s i f i c a t i o n 
took placeo Crude o i l remains by f a r the most dominant export 
item f o r the o i l countries and the region taken as a wholeo 
Only i n Kuwait, Iraq and Saudi Arabia are processed and semi-
processed o i l products s t a r t i n g to appear among exports. The 
production of exports of the aluminium smelter i n Bahrain and the 
chemical f e r t i l i z e r s industry i n Kuwait are also influencing 
the export patterns of these countries. Export of primary 
products form the bulk of t o t a l exports of Jordan (about 80 
per cent a g r i c u l t u r a l products and phosphates), Syria (87 per 
cent a g r i c u l t u r a l products) 9 Egypt (50 per cent raw cotton and 
r i c e ) , and Yemen (99 per cent a g r i c u l t u r a l products). Crude 
o i l and phosphate exports form a growing share of t o t a l primary 
exports i n Syria and Jordan. I n Egypt, crude o i l i s rapidly 
becoming an export item, and i n 1976 i t formed about 18 per cent 
of t o t a l exports. Lebanon could be singled out as the only 
exception to t h i s export pattern, since manufactured goods 
comprise no less than two-thirds of t o t a l exports. I t must be 
remarked, however, that due to the emphasis on import-substitution 
i n d u s t r i a l i s a t i o n i n most of the Arab countries, the exports of 
manufactures remained generally modest whether i n r e l a t i v e 
or absolute terms. For instance, i n d u s t r i a l products formed 
about 15 per cent of t o t a l Egyptian exports i n 1976. 
On the import side, i t i s noticed that manufactures 
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t o t a l imports* In most countries? there has been a general 
increase i n the share of machinery and transport equipment 
imports during the f i r s t h a l f of the 1970s? as a r e s u l t of 
the implementation of development plans. As pointed out 
earl i e r ? there has been a notable increase i n the share of 
food imports i n a l l countries? and t h i s has been largely at 
the expense of imports of manufactured goods i n the d e f i c i t 
countries« 
Without doubt that the dominance of primary commodities 
on the export side and of manufactures on the import side 
determine to a large extent the geographical d i s t r i b u t i o n of 
Arab trade• In 1973? the developed market economies^/absorbed 
about 77 per cent of the (aggregate) exports of the o i l 
economies, and about 30 per cent of the exports of non-oil 
economies. In the same year? they supplied the former with 
74 per cent of t h e i r imports and the l a t t e r with no less than 
60 per cent of t h e i r importSo As to intra-regional trade? i t 
suffices to say here that i t remains quite l i m i t e d due to the 
competitive s t r u c t u r e of exports and i s of i n t e r e s t only to 
the non-oil economies. I n 1973? the region absorbed only 1.6 
per cent of the exports of the o i l economies? but about 30 
per cent of the exports of the non-oil economies. 
The foregoing analysis brings into focus the need f o r 
socio-economic development i n the Arab countries. On the one 
15/ Include EEC? EPTA? North America and Japan. 
16/ ECWA? Development Planning Division? Foreign Trade and 
Payments S t a t i s t i c s i n Countries of Western Asia 9 Beirut 1975. 
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hand, past economic growth i n most countries has not translated 
i t s e l f much into development, i n the form of a d i v e r s i f i e d 
productive base 0 Economic a c t i v i t y i s s t i l l lop sided and 
heavily dependent on exogenous fa c t o r s , despite past i n t e r n a l 
development e f f o r t s Q One can say that no Arab country has 
yet reached a stage of i n d u s t r i a l i s a t i o n i n which the manufa-
cturing sector plays an instrumental role i n promoting growth, 
not to mention the l i m i t e d competitiveness of e x i s t i n g i n d u s t r i a l 
structureso On the other hand, past growth rates i n a l l the 
Arab countries were w e l l below actual development p o t e n t i a l 0 
I n some countries the question i s indeed how f a r are we from 
the potentialo Sudan i s a case i n point, as the area under 
i r r i g a t i o n c u l t i v a t i o n could be expanded from 3o0 to 9 00 m i l l i o n 
feddan and that under rainfed c u l t i v a t i o n from 12 o0 to 32 o0 
m i l l i o n feddacio With a reasonably increased l e v e l of pro-
d u c t i v i t y , and assuming a crop mix not much d i f f e r e n t from that 
at present, production of a l l major crops oould be increased 
by 4 to 8 f o l d , except f o r sugar which could be increased by 
17/ 
up to 24 f o l d s . — ' Also wide a g r i c u l t u r a l areas are s t i l l 
unexploited i n the northern parts of Syria and Iraq where water 
i s r e l a t i v e l y more abundant than i n the rest of the region, 
and a g r i c u l t u r a l production could be increased to meet growing 
shortages i n food supply 0 
Manpower development i s s t i l l at i t s early stages, 
considering the youthfulness of the Arab population and the 
17/ See AFESD9 The Basic Program f o r A g r i c u l t u r a l Development i n Sudan, 1976-850 QPo c l t o 0 pp P 17-180 
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l i m i t e d p a r t i c i p a t i o n o f women i n the labour f o r c e 0 This 
development re q u i r e s extensive investments i n educational 
f a c i l i t i e s , h e a l t h s e r v i c e s , and t r a i n i n g programmes<, I n 
a g r i c u l t u r a l countries undereemployment could be discerned i n 
r u r a l areas, and there i s an obvious labour surplus i n the 
case o f Egypt which could be mobilised i f an increase i n 
c a p i t a l supply i s attainedo 
I n the o i l - p r o d u c i n g c o u n t r i e s , n a t u r a l gas accompanying 
o i l p roduction i s s t i l l l a r g e l y f l a r e d o f f although i t could 
provide a source of cheap energy and raw m a t e r i a l s f o r a 
wide range of i n d u s t r i e s o I n a d d i t i o n , about 90 per cent 
of o i l production i s exported i n crude .form at a time when 
i t should be possible f o r the o i l - p r o d u c i n g c o u n t r i e s t o 
increase the value-added o f o i l exports by processing crude 
o i l i n one form or anothero Above a l l , only a t r i c k l e o f 
the massive c a p i t a l surpluses o f the o i l countries has been 
absorbed p r o d u c t i v e l y , whether domestically or regionally,. 
I n the Arab region as a whole, i n f r a s t r u c t u r e i s s t i l l 
underdeveloped and poses serious bottlenecks to r a p i d develop-
ment o There i s an obvious need f o r modernisation and extension 
of t r a n s p o r t and communications f a c i l i t i e s , power, i r r i g a t i o n 
and drainage works, storage f a c i l i t i e s , urban u t i l i t i e s and 
s o c i a l serviceso Much o f t h i s ought t o be r e a l i s e d before 
d i r e c t l y productive sectors could be promoted on an e f f i c i e n t 
scale 
18/ For a supporting view, see Y 0A 0 Sayigh, op 0 c i t O 0 p G 676 0 
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I t i s o f great i n t e r e s t t o note i n t h i s context t h a t 
the issue o f economic development i s o f equal relevance to 
the o i l and n o n - o i l c o u n t r i e s s With respect to the o i l 
c o u n t r i e s , the o i l i n d u s t r y remains a developed enclave w i t h i n 
t h e i r economies, and the aff l u e n c e observed i n them i s o f a 
deceptive nature as i t i s t i e d up to a d e p l e t a b l e , non-
renewable (and f o r t h i s reason a replaceable) resources I n 
p o i n t o f f a c t 9 o i l production must be d i s t i n g u i s h e d from -
"r e c u r r e n t " a c t i v i t i e s , since the sale o f o i l amounts only 
to the t r a n s f o r m a t i o n o f one form o f wealth (a t a n g i b l e asset) 
i n t o another (a f i n a n c i a l a s s e t ) • The o i l c o u n t r i e s are 
demonstrating t h e i r readiness to meet the e s s e n t i a l and yet 
massive o i l requirements o f the i n d u s t r i a l i s e d countrieso I n 
doing so they are transforming a p a r t o f t h e i r o i l resources 
i n t o f i n a n c i a l assets which are immeasurably beyond t h e i r 
immediate c a p i t a l needs. What needs to be underlined here i s 
t h a t these f i n a n c i a l assets do n o t , from a t h e o r e t i c a l p o i n t 
of view, increase the n a t i o n a l wealth o f the producing country. 
They simply increase the degree o f l i q u i d i t y of t h i s wealth„ 
I n a d d i t i o n , whereas o i l resources i n the ground appreciate 
i n value over time and are stored at zero c o s t , the f i n a n c i a l 
assets run the r i s k o f being depreciated by i n f l a t i o n and 
devaluation o f i n t e r n a t i o n a l currencies, as w e l l as being 
subjected to various commercial and non-commercial r i s k s a I n 
other words, under p r e v a i l i n g c o n d i t i o n s i t i s l i k e l y t h a t the 
discounted cash f l o w o f o i l revenues w i l l be less than zero© 
This i n h e r e n t l y reduces the size o f the t r a n s f e r o f wealth 
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from the oil-consuming to the o i l - p r o d u c i n g c o u n t r i e s , and 
tu r n s the terms o f trade against the l a t t e r o Therefore, 
unless the producing countries make a r a t i o n a l use o f t h e i r 
revenues, by transforming them i n t o income-generating assets 
which would secure the i n t e r e s t s o f present and f u t u r e 
generations, the o i l era would e v e n t u a l l y end w i t h o u t having 
r e a l l y made any p o s i t i v e change i n the l i f e o f these c o u n t r i e s a 
Turning to the n o n - o i l c o u n t r i e s , the need f o r economic 
development i n them can h a r d l y be over-emphasised. The chronic 
d e f i c i t i n the balance o f payments, coupled w i t h the i n t e r n a l 
imbalance between savings and investments has c o n t i n u a l l y 
s t r a i n e d the f o r e i g n indebtedness o f these countries,. Only 
Lebanon before the present c i v i l s t r i f e could manage to cover 
i t s sizeable trade d e f i c i t by i n v i s i b l e exports and c a p i t a l 
movements,, Thus, a basic economic o b j e c t i v e o f these c o u n t r i e s 
i s t o reduce and e v e n t u a l l y e l i m i n a t e the trade d e f i c i t through 
i n c r e a s i n g exports and reducing imports by way o f expanding 
the domestic productive base„ I t i s important to recognise 
i n t h i s respect t h a t imports d i s p l a y a noticeable tendency t o 
increase d u r i n g the process o f economic development a On one 
count, t h i s process i s h e a v i l y dependent on imported machinery 
i n c a p i t a l f o r m a t i o n 0 To t h i s must be added the imports o f 
raw m a t e r i a l s and intermediate products not a v a i l a b l e d o m e s t i c a l l y 0 
On another count, the r i s e i n per c a p i t a income r e s u l t i n g from 
the process o f economic development i t s e l f causes a s h i f t i n 
I n d i v i d u a l demand f o r imported consumer and consumer durable 
goodso Obviously the increase i n the p r o p o r t i o n o f c a p i t a l 
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goods and intermediate products i n the import s t r u c t u r e o f 
developing c o u n t r i e s makes these countries more vulnerable 
to any f a l l i n f o r e i g n exchange receiptSo Thus, as i n most 
developing c o u n t r i e s the " f o r e i g n exchange gap" represents 
i n the d e f i c i t Arab countries a c o n f l i c t between growth 
o b j e c t i v e s and f o r e i g n exchange r e c e i p t s , and the r e c o n o i l i a -
19/ 
t i o n o f t h i s c o n f l i c t i s regarded as a major_po.Ii.cy o b j e c t i v e 
The c e n t r a l idea t h a t needs to be h i g h l i g h t e d here i s 
t h a t economic development i n the Arab region i s at the s t a r t 
o f a new phase prompted by the r e g i o n a l a v a i l a b i l i t y of 
c a p i t a l surpluseso The o i l i n d u s t r y which i s h i g h l y i n t e g r a t e d 
w i t h the i n d u s t r i a l i s e d c o u n t r i e s , i s not only p r o p e l l i n g 
growth i n the Arab region but also generating ample f i n a n c i a l 
resources t o accelerate the pace and c o r r e c t the d i r e c t i o n o f 
economic development© Despite the spread o f consumerism i n 
the o i l c o u n t r i e s , i t i s comforting to see t h a t they are 
responding to the recent increases i n o i l revenues w i t h 
g r e a t e r r e s p o n s i b i l i t y and determination than f i r s t a n t i c i -
pated o Their s t a t e d p r i o r i t i e s f o r i n v e s t i n g the o i l revenues 
are to absorb as much as possible d o m e s t i c a l l y and to in v e s t 
the surpluses i n the other Arab and developing countries as 
w e l l as the i n d u s t r i a l i s e d c o u n t r i e s 0 Indeed, they have not 
only embarked on extensive programmes f o r economic and s o c i a l 
development, but also i n s t i t u t i o n a l i s e d the f l o w o f loans and 
ai d to Arab and other developing countries and showed g r e a t e r 
19/ See UNCTAD, Trade Prospects and C a p i t a l Needs o f Developing 
Countries During the Second United Nations Development Decade„ 
Report by the UNCTAD S e c r e t a r i a t , United Nations P u b l i c a t i o n 
Sales No* E 072oIIoDollo 
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ap p r e c i a t i o n o f the need t o "rec y c l e " a part o f the p e t r o -
money to the major oil-consumers, i n the i n t e r e s t o f world 
economic and f i n a n c i a l stability« 
I n response to the emerging s i t u a t i o n , most o f the 
non-oil-producing Arab c o u n t r i e s adopted p o l i c y measures to 
encourage the i n f l o w o f c a p i t a l and a t t r a c t investments from 
abroado I n some cases amendments i n f o r e i g n investment laws 
were introduced, g i v i n g p r e f e r e n t i a l treatment t o investments 
coming from other Arab countries o r at l e a s t t r e a t i n g these 
investments as n a t i o n a l investments w i t h respect t o tax 
exemptions and other concessions<> This i s s p e c i f i c a l l y the 
case o f Egypt and t o a l e s s e r extent S y r i a D Unlike Egypt, 
Syria has not embarked on any large-scale "open door" p o l i c y 0 
I n 1974, Egypt promulgated t h i s through Law No 0 43 concerning 
the investment o f Arab and f o r e i g n funds and the free zoneso 
This law i n f a c t replaced an e a r l i e r one (law No a 65 o f the 
year 1971) which was i n e f f e c t i v e o At the same t i m e , these 
countries had to face the o u t f l o w o f some o f i t s labour s k i l l s 
t o the o i l - p r o d u c i n g c o untries where the l e v e l s o f wages are 
much highero Although t h i s generated f o r e i g n exchange 
remittances t o the sup p l y i n g - c o u n t r i e s , and helped to ease 
the balance o f payments p o s i t i o n , i t e n t a i l e d a s o c i a l costo 
I t i s known t h a t many o f the best q u a l i f i e d people i n Egypt, 
S y r i a , Lebanon and Jordan have l e f t t o work i n the r i c h e r 
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o i l - e x p o r t i n g c o u n t r i e s 0 — J This deprived the supplying-
c o u n t r i e s o f c r u c i a l s k i l l s which have cost a great deal to 
develop over the years and are now needed f o r development? 
though i n the case o f Egypt t h i s e f f e c t must be viewed 
together w i t h a p o s i t i v e one a r i s i n g from the decrease o f 
p o p u l a t i o n pressure on domestic resources, i n c l u d i n g food 
and i n f r a s t r u c t u r e o 
The above discussion o f the c h a r a c t e r i s t i c s o f the 
economic s t r u c t u r e s and development needs of the Arab c o u n t r i e s 
expresses c l e a r l y the importance o f these c o u n t r i e s as a 
r e g i o n a l economic groupingo Given the h i g h l y skewed d i s t r i -
b u t i o n o f n a t u r a l , human and f i n a n c i a l resources, as between 
o i l and n o n - o i l countries and i n i n d i v i d u a l c o u n t r i e s w i t h i n 
each group, the course o f economic development i n the Arab 
cou n t r i e s seems t o be h i g h l y i n t e r r e l a t e d 0 Through pooling 
resources and markets, these countries would not only be able 
t o optimise investment decisions but also broaden the p o t e n t i a l 
f o r developmento The main p r o p o s i t i o n here i s t h a t through 
economic i n t e g r a t i o n the Arab countries would be i n a p o s i t i o n 
t o achieve c e r t a i n developmental o b j e c t i v e s which e i t h e r 
cannot be a t t a i n e d i n d i v i d u a l l y or can be a t t a i n e d but at a 
20/ I n 1976, the t o t a l estimate number o f migrant workers from 
these countries was 845 9000 workers, d i v i d e d as f o l l o w s s Egypt (410,000). Jordan (300,000), Syria (75,000), and 
Lebanon (60,000; 0 Of t h i s t o t a l , Saudi Arabia absorbed 40 per cent, Kuwait 15 per cent, UAE 5 per cento Libya 
which i s not covered i n t h i s study absorbed about 35 per 
cent o f t o t a l , mostly Egyptian workers„ For an e x c e l l e n t 
reference on migratory movements i n the Arab r e g i o n , see 
the country case studies o f the I n t e r n a t i o n a l M i g r a t i o n 
P r o j e c t , Department o f Economics, U n i v e r s i t y o f Durham,, For 
a summary see e s p e c i a l l y J 0 S 0 B i r k s and CoAe S i n c l a i r , I n t e r n a t i o n a l M i g r a t i o n Projects A Summary of P r o v i s i o n a l 
Findings - E m p i r i c a l P a t t e r n s , Past Trends and Future 
Developments 9 September 1978, 
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hi g h oosto I t i s necessary, t h e r e f o r e , t o i d e n t i f y the major 
developmental o b j e c t i v e s pursued by the Arab countries as 
embodied i n t h e i r development strategies» 
Economic Development S t r a t e g i e s 
A f t e r g a i n i n g p o l i t i c a l independence, the Arab co u n t r i e s 
displayed a growing awareness of the need t o accelerate t h e i r 
socio-economic development 0 I t seems t h a t t h i s was l a r g e l y 
prompted by two i n t e r r e l a t e d f a c t o r s s the r i s e and expansion 
of the o i l i n d u s t r y i n a number o f the Arab c o u n t r i e s , and 
the emergence o f the p u b l i c sector as a prime mot i v a t o r o f 
development and growth 0 
Despite i t s c a p i t a l - i n t e n s i v e nature and i t s apparent 
i n t e g r a t i o n w i t h the outside world as a l l u d e d e a r l i e r , the 
o i l i n d u s t r y represents to the Arab region as a whole a break 
w i t h the pasto Through encouraging extensive migratory 
movements and r a i s i n g the general l e v e l o f income, i t brought 
about new socio-economic pa t t e r n s o f consumption and investment 
I n more general terms, i t r a i s e d the expectations o f the 
population i n the r e g i o n 0 I n t r i n s i c a l l y t h i s has emphasised 
the need t o increase prod u c t i o n through a concerted e f f o r t f o r 
economic development„ Elkan proposes t h a t economic development 
i s 
"a process which makes people i n general 
b e t t e r o f f by i n c r e a s i n g t h e i r command over 
goods and services and by i n c r e a s i n g the 
choices open t o them 0" 21/ 
21/ Walter Elkan, An I n t r o d u c t i o n t o Development Economics 
(Harmondsworth, Englands Penguins Books L t d c , 1973), po 15 o 
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I n o o n j u n c t i o n j the p u b l i c sector assumed i n c r e a s i n g l y 
a l e a d i n g r o l e i n the process o f economic development, as 
s o c i a l welfare and s o c i a l j u s t i c e became an area f o r government 
action*, I n Egypt, S y r i a , I r a q and Democratic Yemen, the 
adoption o f s o c i a l i s t - o r i e n t a t e d p o l i c i e s f o l l o w i n g n a t i o n a l i -
s a t i o n measures have g r e a t l y enhanced the r o l e o f the p u b l i c 
sector,. I n the o i l c o u n t r i e s , the f a c t t h a t o i l revenues accrue 
to the government has made i t i n e v i t a b l e t h a t the p u b l i c sector 
has taken a leading r o l e i n the o v e r a l l process o f socio-
economic t r a n s f o r m a t i o n . I n c o n t r a s t , i n Lebanon and to a much 
lesser extent i n Jordan, economic development remains l a r g e l y 
i n the hands o f the p r i v a t e sector w i t h the p u b l i c sector 
concerned mainly w i t h the development o f i n f r a s t r u c t u r e , , The 
s h i f t i n economic power from the p r i v a t e to the p u b l i c s e c t o r , 
however, v a r i e s i n scope and nature as between the two groups 
of countries and among co u n t r i e s w i t h i n each g r o u p 3 ^ While 
the p u b l i c sector i n the s o c i a l i s t - o r i e n t a t e d countries has a 
firim g r i p on the economy by c o n t r o l l i n g the r a t e and p a t t e r n 
o f investment as w e l l as the f o r e i g n trade s e c t o r , i t i s 
concerned i n the o i l c o u n t r i e s mainly w i t h the c h a n n e l l i n g o f 
o i l revenues (through s p e c i a l i s e d i n s t i t u t i o n s and p u b l i c 
o r g a n i s a t i o n s ) i n t o i n f r a s t r u c t u r a l and development p r o j e c t s * 
I t should be r e a l i s e d , however, t h a t almost a l l o f 
the Arab co u n t r i e s have not yet formulated w e l l - d e f i n e d l o n g -
22/ For a general h i s t o r i c a l perspective o f the s h i f t i n 
economic power from the p r i v a t e to the p u b l i c sector i n 
the Middle East, see Charles Issawi, "Epilogue, 1961i 
S h i f t s i n Economic Power", i n Charles Issawi (ed„). 
The Economic H i s t o r y o f the Middle East» 1800-1914 
(Chicago? U n i v e r s i t y o f Chicago Press, 1966), pp. 510-513• 
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term development s t r a t e g i e s , although i n a number o f them 
several development plans have been i m p l e m e n t e d T h e s e 
plans ought to be considered as an e a r l y stage i n the long= 
term development process 0 I t i s beyond the scope o f t h i s 
study t o discuss what the policy-makers i n the Arab co u n t r i e s 
should decide i n the context o f development planning, but 
r a t h e r to f i n d out what they are deciding and what they may 
24/ 
decide i n the f u t u r e 0 — ' I t i s thought t h a t t h i s i s necessary 
to expose the need f o r economic i n t e g r a t i o n as an a l t e r n a t i v e 
development s t r a t e g y i n the Arab regiono Hence, the main 
i n t e r e s t here would be t o depict from present development plans, 
i n q u a l i t a t i v e and q u a n t i t a t i v e terms, the basic economic 
o b j e c t i v e s , p r i o r i t i e s and development p o l i c i e s o f the various 
Arab c o u n t r i e s , and then to p o i n t out the i n c i p i e n t trends 
of development i n the region as a whole 0 Due to the lack 
of i n f o r m a t i o n , no attempt w i l l be made t o assess implementation 
or performance under present development p l a n s 0 
23/ During the f i r s t h a l f o f the 1970s development plans were 
launched i n Egypt (1973=77), I r a q (1970=74), Jordan (1973-
7 5 ) , Saudi Arabia (1970/71-1974/75), Syria (1971-75) 9 Sudan (1970/71=1974/75), Democratic Yemen (1971/72=1973/74), and 
Lebanon (1972=77)o Eor a d e t a i l e d review o f these plans 
see UNIDO, Comparative Study o f Development Plans o f Arab 
States, New York, 1976„ " 
24/ The present cycle o f development planning i n the region 
comprises the plans o f Syria (1976=80), Saudi Arabia 
(1975=80), Jordan (1976=80), I r a q (1976=80), Oman (1976=80), 
Yemen (1976/77=1980/81)., Democratic Yemen (1974/75=1978/79), 
Sudan (1977/78=1982/85), and Egypt (1978=82)„ Bahrain, 
Kuwait, Qatar, and the United Arab Emirates have no e x p l i c i t 
development plans, but there i s s e c t o r a l planning a t the 
m i n i s t r y l e v e l i n most o f thenu Development i s a t a stand-
s t i l l i n Lebanon, as a r e s u l t o f the c i v i l s t r i f e which 
s t a r t e d i n A p r i l 1975 and i s s t i l l going on at the time 
o f w r i t i n g . 
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An overview o f present development plans reveals t h a t 
the path o f development followed by the Arab countries i s 
g e n e r a l l y s i m i l a r t o t h a t pursued by most countries i n the 
T h i r d World» The emphasis i s on achieving a higher standard 
o f l i v i n g f o r t h e i r r a p i d l y growing populations and strengthen-
i n g the movement towards s e l f - s u s t a i n e d growtho-^/ This i s 
sought by i n t e r n a l i s i n g , as much as p o s s i b l e , the dynamics 
o f growth through reducing s e c t o r a l d i s p a r i t i e s and i n c r e a s i n g 
i n t e r - s e c t o r a l dependencieso Given the present economic 
s t r u c t u r e , t h i s i m p l i e s the expansion o f the commodity-
producing sectors and the b u i l d i n g up o f the r e l a t e d human 
and p h y s i c a l i n f r a s t r u c t u r e o 
Yet, one can observe at a lower l e v e l o f g e n e r a l i t y 
t h a t there i s some c o n t r a s t i n the development o r i e n t a t i o n , 
o b j e c t i v e s , investment p r i o r i t i e s and p o l i c i e s o f the o i l 
and n o n - o i l c o u n t r i e s 0 The s t r a t e g i e s embodied i n the plans 
o f the o i l countries (excluding I r a q ) are l a r g e l y outward-
o r i e n t a t e d •> They aim at maximising o v e r a l l economic growth 
i n terms o f GDP, expanding and improving the p h y s i c a l and 
human i n f r a s t r u c t u r e s , and modernising the socio-economic 
s t r u c t u r e o On the oth e r hand, the s t r a t e g i e s embodied i n 
the plans o f the n o n - o i l c ountries ( i n c l u d i n g I r a q ) are l a r g e l y 
o r i e n t e d t o s e l f - r e l i a n c e f o r f u l f i l l i n g the basic needs o f 
the s o c i e t y and reducing e x t e r n a l dependenceo They aim at 
2 5 / The term " s e l f - s u s t a i n e d growth" has been o r i g i n a l l y coined 
by Rostow t o denote a s i t u a t i o n i n which a country can 
promote i t s growth by f i n a n c i n g i t s domestic investments 
merely from domestic savingSo See W0W0 Rostow, "The Take-Off i n t o Self-Sustained Growth", Economic J o u r n a l 0 Volo 6 6 , No 0 
2 6 1 , 1 9 5 6 , pp 0 2 5 - 4 8 o 
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achieving a h igh r a t e o f economic growth (higher than the 
r a t e o f population increase) w i t h a f a i r d i s t r i b u t i o n o f 
income and wealth, expanding the m a t e r i a l production and 
r e l a t e d i n f r a s t r u c t u r e , and c r e a t i n g employment <> 
The major d i s t i n c t i o n between the two basic s t r a t e g i e s 
i s t h a t the outward-orientated one, by emphasising the maxi-
m i s a t i o n o f economic growth, tends to i n t e g r a t e the n a t i o n a l 
economy i n t o the world economy0 This i s a t t a i n e d mainly by 
developing the i n d u s t r i e s i n which the country concerned 
has a d e f i n i t e advantageo The s e l f - r e l i a n c e o r i e n t a t e d 
s t r a t e g y e n t a i l s more d i v e r s i f i e d o b j e c t i v e s f o r the develop-
ment processo I t combines w i t h the o b j e c t i v e o f h i g h growth 
the o b j e c t i v e s o f s a t i s f y i n g the basic needs o f the population 
(mainly through c r e a t i n g and spreading o p p o r t u n i t i e s ) and o f 
reducing dependence on the e x t e r n a l world» 
I t i s necessary f o r our purposes to examine more 
c l o s e l y how these o b j e c t i v e s i n f l u e n c e the s e c t o r a l d i s t r i -
b u t i o n o f planned investments and subsequently the p a t t e r n 
o f development,, Put d i f f e r e n t l y , we need to d e p i c t the 
i n f l u e n c e o f these o b j e c t i v e s on the investment p r i o r i t i e s 
and on p r o j e c t s e l e c t i o n which i s c r u c i a l i n determining 
f u t u r e growth and e f f i c i e n c y 0 The basis f o r comparison 
between Arab development plans i s l a c k i n g as they d i f f e r i n 
scope, d u r a t i o n and the degree to which they are b i n d i n g or 
implementedo I n c o u n t r i e s where the p r i v a t e sector dominates 
o r plays a supporting r o l e i n development e f f o r t s (such as 
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i n Jordan and Saudi Arabia) the plans are r a t h e r i n d i c a t i v e 
and comprise mainly p u b l i c outlays on i n f r a s t r u c t u r a l and 
other projects,, T h i s , together w i t h the l a c k o f d e t a i l e d 
s t a t i s t i c a l i n f o r m a t i o n p e r t a i n i n g t o some plans, make i t 
more meaningful and pragmatic t o confine the ana l y s i s needed 
to a selected group o f Arab co u n t r i e s which are rep r e s e n t a t i v e 
of the two basic development s t r a t e g i e s alluded to aboveo 
I t i s i m p l i c i t , however, t h a t these s t r a t e g i e s do not e x i s t 
i n the Arab c o u n t r i e s i n a pure form, and t h a t v a r y i n g 
combinations are a c t u a l l y conceived 0 This i s p a r t i c u l a r l y 
the case i n the n o n - o i l c ountries and I r a q 0 The co u n t r i e s 
selected f o r discussion are Saudi Arabia ( r e p r e s e n t i n g the 
outward-orientated s t r a t e g y ) , and Egypt, I r a q , S y r i a , Jordan 
and Yemen (r e p r e s e n t i n g the s e l f - r e l i a n c e o r i e n t a t e d strategy)« 
Since the present study i s a forward-looking one, only 
c u r r e n t plans w i l l be considered 0 
The Outward-Orientated Strategy 
Although Saudi Arabia i s a larg e country t e r r i t o r i a l l y , 
i t s resource base i s extremely l i m i t e d , apart from o i l which 
assumes an o v e r - r i d i n g importance a This has been i n s t r u m e n t a l 
i n shaping the country's development p a t t e r n , as can be 
discerned from the e f f o r t s t o develop the economy,, During 
1969=74, the f i r s t development plan was implemented, w i t h 
the o b j e c t i v e o f reducing the over-dependence on o i l 
production and promoting the development o f the country's 
human resources„ The second development plan (1975-80) sets 
- 2 0 4 = 
the f o l l o w i n g broad s o c i a l and economic objectives? 
(a) Maintenance o f a h i g h r a t e o f economic growth, 
by developing economic resources, maximising 
earnings from o i l over the long-run, and 
conserving depletable resources § 
(b) Reduction o f economic dependence on the 
export o f crude o i l ? 
(c) Development o f human resources by education, 
t r a i n i n g and r a i s i n g the standard o f health? 
(d) Improvement o f the we l l - b e i n g o f a l l groups 
w i t h i n the s o c i e t y while maintaining s o c i a l 
s t a b i l i t y under circumstances o f r a p i d s o c i a l 
change 5 and, 
(e) Development o f the p h y s i c a l i n f r a s t r u c t u r e t o 
f a c i l i t a t e the r e a l i s a t i o n of the economic 
o b j e c t i v e s o 
The project e d growth o f the Saudi Arabian economy 
( i n r e a l terms) i s set i n the Plan a t an average annual r a t e 
o f 1 3 o 3 per cent f o r the n o n - o i l GDP, 12<>9 per cent f o r the 
Government sector, and 9<,7 per cent f o r the o i l s e c t o r o ^ ^ 
According to the Plan, the i n d i v i d u a l s e c t o r a l p r o j e c t s have 
been made 
" i n the l i g h t o f an assessment o f the 
highest o v e r a l l r a t e s o f growth sustainable 
over the next f i v e years, t a k i n g i n t o 
account the absorptive capacity o f the 
economy as a whole<," 2 7 / 
The n o n - o i l sectors p r o j e c t e d to achieve the highest growth 
r a t e of 1 5 per cent are c o n s t r u c t i o n , t r a n s p o r t a t i o n and 
2 6 / The corresponding growth r a t e s under the f i r s t plan period 
( 1 9 6 9 = 7 4 ) were l l o 7 per cent, 9 ° 0 per cent and 1 7 o 2 per 
cent, r e s p e c t i v e l y o The growth r a t e of the o i l sector i n 
both plans i s o n l y n o t i o n a l , since o i l production p o l i c i e s 
are not pa r t o f the development plan but are determined 
by the Supreme Advisory Council f o r Petroleum and M i n e r a l s 0 
2 7 / Kingdom of Saudi Arabia, M i n i s t r y of Planning, Second 
Development Plan 1 9 7 5 - 8 0 0 A p r i l 1 9 7 5 , p Q 7 4 . 
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communications, trade 9 and finance and other business 
serviceso A g r i c u l t u r e and ownership o f dwellings are 
p r o j e c t e d to expand only at 4 per cent and 6 per cent, 
respectively,. Despite the d i f f e r e n c e i n p r o j e c t e d growth, 
the respective shares o f o i l and n o n - o i l sectors i n GDP w i l l 
not change s i g n i f i c a n t l y by the end o f the P l a n 0 Crude o i l 
production and r e f i n i n g i s expected t o form 8 2 D l per cent 
of GDP i n 1980, against 86<>6~per cent i n 1975e But the 
r e l a t i v e shares o f some components of the n o n - o i l sector are 
expected to show s i g n i f i c a n t changes, w i t h the share of 
c o n s t r u c t i o n i n c r e a s i n g from 26 06 per cent to 33°3 per cent, 
and t h a t of a g r i c u l t u r e decreasing from 8 Q6 to 4o6 per cento 
The Plan was prepared i n the wake o f the dramatic 
increase i n o i l revenues, and thus was designed t o absorb 
the maximum possible o f these revenueso T o t a l a l l o c a t i o n s 
were set at about SRls 498 b i l l i o n ( o r $412 b i l l i o n ) , i 0 e 0 
about nine times the t o t a l a l l o c a t i o n s o f the f i r s t plan 
measured i n constant p r i c e s * About SRls 318o4 b i l l i o n ( o r 
64 per cent o f t o t a l ) was set f o r development spending, w i t h 
the f o l l o w i n g s e c t o r a l d i s t r i b u t i o n ( i n b i l l i o n SRls)s water 
and d e s a l i n a t i o n ( 3 4 o l ) , a g r i c u l t u r e ( 4 o 7 ) P e l e c t r i c i t y ( 6 0 2 ) , 
manufacturing and minerals (45»l)9 education, h e a l t h and 
s o c i a l programmes ( 1 0 6 o l ) , t r a n s p o r t a t i o n and communication 
( 4 0 o 4 ) , m u n i c i p a l i t i e s (53o3) s housing (14.3), and other 
sectors (14»3)o 
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The Plan requirements f o r f i x e d c a p i t a l formation are 
estimated at about SRls 300 b i l l i o n , o f which SRls 250 b i l l i o n 
i s accounted f o r by major c o n s t r u c t i o n programmes i n the 
f o l l o w i n g areas ( i n SRls b i l l i o n ) s i n d u s t r i a l p l a n t s ( 7 0 ) , 
m u n i c i p a l i t i e s (46) 9 schools and h o s p i t a l s ( 4 5 ) , housing ( 2 9 ) , 
roads, ports and a i r p o r t s ( 2 4 ) , d e s a l i n a t i o n p l a n t s ( 2 0 ) , and 
others (24)o 
I t can be discerned from the Plan t h a t the formula 
f o r growth focuses on the investment o f large amounts o f 
c a p i t a l and small amounts o f manpower i n a few key i n d u s t r i e s 
which e x p l o i t the country's n a t u r a l advantages,, These 
i n d u s t r i e s are designed to d i v e r s i f y economic a c t i v i t y and 
reduce dependence on the sale o f crude o i l o I n the o i l -
producing Eastern Region o f the country, the major p l a n t s are 
to be constructed f o r gas g a t h e r i n g and treatment, production 
of petrochemicals, r e f i n i n g of products f o r e x p o r t , f e r t i l i z e r 
p r o duction, and smelting indigenous i r o n ore and imported 
aluminao T o t a l investment i n these p r o j e c t s during the Plan 
i s estimated a t SRls 40 b i l l i o n 0 I n the Western Region, w i t h 
crude o i l and NGL piped from the east, an export r e f i n e r y and 
a petrochemical complex w i l l account f o r a f u r t h e r investment 
of SRls 10 b i l l i o n o This suggests t h a t the Saudi Government 
i s c r e a t i n g a vast petrochemical i n d u s t r y s p l i t between the 
eastern ( a t J u b a i l ) and western ( a t Yanbu) areas o f the c o u n t r y 0 
This amounts t o double d i v e r s i f i c a t i o n s expanding i n d u s t r i a l l y 
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i n t o products t h a t w i l l use n a t u r a l gas r a t h e r than d i m i n i s h -
i n g o i l resources, and d i s p e r s i n g i n d u s t r i a l a c t i v i t y geogra-
p h i c a l l y t o draw pop u l a t i o n to d i f f e r e n t regions. 
Other i n d u s t r i e s seem p e r i p h e r a l t o petrochemicals 
and metals. Planned expansion o f manufacturing i n d u s t r i e s 
includes increasing cement production (from 1.2 m i l l i o n tonnes 
annually t o 10 m i l l i o n tonnes), c o n s t r u c t i o n o f three l a r g e 
i n t e g r a t e d g r a i n - s i l o s and f l o u r m i l l i n g , and a wide v a r i e t y 
o f o t h e r a c t i v i t i e s i n c l u d i n g food processing, c o n s t r u c t i o n 
m a t e r i a l s and products, automobile assembly and p a r t s 
p r o d u c t i o n , and the manufacture o f f a b r i c s , carpets, and other 
consumer products* 
The Saudi Government seems t o be leaving most o f the 
consumer-goods market t o p r i v a t e e n t e r p r i s e . The p o l i c y o f 
encouraging the p r i v a t e sector r e s t s on the p r o v i s i o n o f loans, 
t a r i f f p r o t e c t i o n , and tax exemptions. 
Although the country's f i n a n c i a l resources are more 
than enough to handle whatever programmes are deemed f e a s i b l e 
and economically r a t i o n a l , development i s f a c i n g two major 
c o n s t r a i n t s . One i s the l i m i t e d indigenous manpower, i n terms 
of both number and s k i l l s . I t i s estimated t h a t about two-
t h i r d s o f the increase i n manpower needed during the Plan w i l l 
have to be imported. The other c o n s t r a i n t i s the inadequacy 
of the present i n f r a s t r u c t u r e to support r a p i d economic growth. 
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I t i s being recognised that infrastructure (including roads, 
ports, power, communication, housing, desalination, e t c O O 0 ) 
must be f a r better developed before the private sector w i l l 
look at the more long-term i n d u s t r i a l development0 I t i s 
expected that the present plan w i l l relieve the country from 
the problems posed by the second constraint, especially as 
there i s a clear need to reduce development expenditures to 
more reasonable l e v e l s a But d e f i n i t e l y the overcoming of the 
f i r s t constraint cannot be attained i n a national context, but 
rather i n a regional context i n view of the labour abundance 
i n some Arab countries e 
The Plan provides i n fact a framework which allows 
Saudi Arabia to achieve maximum economic growth through 
u t i l i s i n g the p o t e n t i a l gains from trade 0 The hydrocarbon-
based industries which w i l l form the core of the i n d u s t r i a l 
structure of the country are export=orientated i n d u s t r i e s , 
given the size of the domestic market and the scale of 
production of capital-intensive industries„ This pattern of 
i n d u s t r i a l growth which i s evident also i n the neighbouring Arab 
o i l countries i s tending to integrate the o i l economies with 
the outside world. Although t h i s i s l i k e l y to increase 
external dependence, i t w i l l d e f i n i t e l y d i v e r s i f y the nature 
of t h i s dependence through export-substitution and transform 
the role of the o i l countries i n the i n t e r n a t i o n a l d i v i s i o n of 
labouro These countries w i l l eventually replace t h e i r present 
role as suppliers of crude o i l by another one i n which they 
become partners i n world economic growth and progresso I n 
= 2 0 9 -
other words, they are al l o c a t i n g t h e i r resources to the 
industries which can generate e f f i c i e n t l y the means f o r 
paying f o r t h e i r imports according to the prin c i p l e of 
comparative advantage 0 I t has been pointed out i n t h i s 
context that 
"for purposes of resource a l l o c a t i o n , 
one can look upon foreign trade as a 
separate a c t i v i t y using domestic products 
as inputs whioh are then transformed 
through exports into imported goods as 
outputs". 28/ 
The Self-Reliance Orientated Strategy 
Egypt„ Iraq, Syria, Jordan and Yemen advocate i n varying 
degrees self-reliance (or inward-) orientated strategies, 
depending on t h e i r economic size, resource endowment and l e v e l 
of economic development0 I n t h e i r current development plans, 
the anticipated average annual growth rate i n GDP i s highest 
i n Iraq ( 1 6 c 8 per cent), followed by Egypt and Syria ( 1 2 o 0 per 
cent i n each), Jordan ( l l o 9 per cent), and Yemen ( 8 e 2 per cent) o 
These high rates of growth r e f l e c t increased investments as 
wel l as higher e f f i c i e n c y of investments 0 Per capita GDP i s also 
expected to increase by about 1 5 « 3 per cent i n Iraq and 7<>9 
per cent i n Syria 0 Growth w i l l be achieved i n the countries 
concerned by concentrating mainly on the commodity-producing 
2 9 / 
sectors—^ so as to ef f e c t a basic change i n the economic 
2 8 / Mo Singh, The General Strategy of Foreign Trade Planning 0 UNCTAD, TAD/INT/SEMoI/2, p« 4o 
2 9 / The commodity-producing sectors include agriculture and 
i r r i g a t i o n , manufacturing and mining, and construction,, 
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structure<» I t i s expected that the share of these sectors 
i n GDP w i l l increase, between the base and target years of 
the respective plans, i n Iraq (from 72<>9 to 7 6 o 0 per cent), 
Syria (from 4 5 » 0 to 4 6 0 2 per cent), and Jordan (from 3 5 o 0 
to 4 4 o 0 per cent), but w i l l decrease i n the case of Yemen 
(from 5 6 o O to 5 2 o 0 per cent) due to the expected increase i n 
the share of the trade sector 0 In Egypt p r i o r i t y i s to be 
given to projects which would play a strategic role i n 
development ( f e r t i l i z e r s and building materials), which 
respond to the needs of the people (food, c l o t h i n g , housing, 
storage and d i s t r i b u t i o n ) , and which are export-orientated o ^ / ' 
A review of the sectoral strategies of the above plans 
reveal that the Arab countries concerned are seeking an 
integrated national development, based on growth-oriented 
a g r i c u l t u r a l and i n d u s t r i a l sectors 0 This w i l l provide f o r 
each of these countries maximum food s e l f - s u f f i c i e n c y and a 
strong base f o r national industry 0 Table 5 o 9 shows that the 
planned rates of growth of the i n d u s t r i a l sector i n a l l 
countries would exceed those of GDP0 I n Syria and Yemen, 
where there i s much need to improve and expand physical i n f r a -
structure to support rapid growth, the planned rates of growth 
of the construction, and transportation and communication 
sectors would also exceed those of GDP0 On the other hand, 
the planned rates of growth of the a g r i c u l t u r a l sector i n a l l 
countries would be lower than those of GDP, but i n no case 
3 0 / World Bank, Arab Republic of Egypt8 Recent Economic Develop-
ments and External Capital Requirements9 Report No0 2071°EGT V May 1 9 , 1 9 7 8 , p e 1 5 . 
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less than 5 per cent. The s t r u c t u r a l changes r e s u l t i n g from 
sectoral growth would d e f i n i t e l y be i n favour of the i n d u s t r i a l 
sectoro Expressed as a percentage of GDP, the share of the 
i n d u s t r i a l sector (including manufacturing and mining) i s 
expected to increase during the plan period i n Syria (from 
2 2 * 4 to 2 6 , 2 ) s Jordan (from 1 5 * 6 to 2 8 . 3 ) , Iraq (from 6 . 7 
to l l s 4 s excluding mining), and Yemen (from 6 to 7 ) . Conversely 
the r e l a t i v e share of ag r i c u l t u r e , expressed also as a per-
centage of GDP, i s expected to decline i n Syria (from 1 6 . 3 
to 1 3 * 6 ) , Jordan (from 1 0 . 3 to 8 . 3 ) , and Yemen from ( 4 6 . 0 to 
3 9 « 0 ) . I n Iraq, agriculture i s presumed to maintain i t s 5 
per cent share i n GDP, With respect to Egypt, again i n f r a -
structure and industry are expected to record high rates of 
growth during the plan periods 
The sectoral d i s t r i b u t i o n of planned investments 
r e f l e c t also the p r i o r i t y accorded to the i n d u s t r i a l sector 
i n the plans under review. In the Syrian plan ( 1 9 7 6 - 8 f ) , t o t a l 
investments are expected to be £S 5 4 . 2 b i l l i o n , of which 1 7 . 3 
per cent i s expected to be undertaken by the private sector. 
Public investment w i l l amount to £ 4 4 . 8 b i l l i o n , allocated as 
follows ( i n percentages)! agriculture ( 2 3 . 2 including 1 6 . 4 
f o r the Euphrates Dam), mining and manufacturing ( 2 2 . 1 ) f 
energy ( 1 7 . 8 ) , transportation and communication ( 1 1 . 5 ) , 
housing ( 8 e 9 ) , and other services ( 1 6 . 4 ) . The Jordanian 
plan ( 1 9 7 6 = 8 0 ) envisages a t o t a l investment of JD 7 6 5 m i l l i o n 
( 3 6 . 4 per cent of GDP), divided equally between the public 
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and private sectorso Net foreign financing i s estimated to 
cover about 3 7 per cent of t o t a l investment requirements 0 
Mining and manufacturing are expected to absorb 3 0 per cent 
of t o t a l investment, followed by transportation ( 1 6 per cent), 
water ( 1 2 o 7 per cent), and agriculture ( 5 ° 2 per cent)o The 
Yemeni plan ( 1 9 7 6 / 7 7 = 1 9 8 0 / 8 1 ) sets t o t a l spending at YD 1 6 , 5 5 0 
m i l l i o n , with fixe d c a p i t a l formation estimated at YD 1 5 , 9 7 1 
m i l l i o n (or 4 8 o 7 per cent of t o t a l GDP)0 About 4 1 « 4 per cent 
of f i x e d c a p i t a l formation w i l l be financed from external 
sourceso Of domestic financing, the private sector's share 
w i l l be about one-thirdo The highest share of investment 
( 3 1 per cent) w i l l be allocated to transportation and communis 
cationso Industry w i l l receive 2 2 per cent (including 1 2 Q 5 
per cent f o r manufacturing), agriculture 1 4 o 3 per cent, and 
housing 1 3 o l per cento The I r a q i plan ( 1 9 7 6 = 8 0 ) envisages 
a t o t a l investment of ID 1 3 , 4 5 5 m i l l i o n (about 4 4 per cent of 
t o t a l GDP), of which 9 1 per cent i s earmarked to the public 
sectoro No detailed information i s available on the sectoral 
d i s t r i b u t i o n of investments over the plan periodo 
As to the Egyptian plan ( 1 9 7 8 = 8 2 ) , t o t a l allocations 
amount to £E 1 1 6 3 3 m i l l i o n ( i n 1 9 7 7 p r i c e s ) , of which 8 7 o 4 
per cent w i l l be provided by the public sector 0 However, i t 
ought to be observed that the share of the private sector i n 
investments i s expected to increase from 1 0 per cent i n 1 9 7 8 
to 1 7 o 6 per cent i n 1 9 8 2 . The main emphasis i n public 
investments i s on industry (including petroleum) as well as on 
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infr a s t r u c t u r e (including the Suez Oanal, power, and 
construction) which w i l l receive 29o2 and 45°4 per cent, 
respectively,, Agriculture and i r r i g a t i o n w i l l receive only 
806 per cent of public investments, i n view of past invest-
mentSo However, the plan formulates the sectoral strategies 
very c l e a r l y 0 With respect to industry i t envisages the 
maximisation of the net return of investments to the economy 
taking i n t o consideration the d i s t r i b u t i o n a l impact of 
projectso P r i o r i t y i s to be given to new projects which 
lead to optimal scale of production, or which relieve b o t t l e 
necks hindering the development of other i n d u s t r i e s 0 I t i s 
argued i n the plan 
"that during the 1960-76 period, an import-
s u b s t i t u t i o n strategy was adopted and led to 
a number of problems 0 Other than the theore-t i c a l problems associated i n general with 
import-substitution p o l i c i e s , the unqualified 
adherence to such policies i n the past has led 
to wasteful investment i n projects that were 
not viable f o r a variety of reasons - i n s u f f i -
cient scale of production (automobiles, r e f r i -
gerators and televisions) inadequate domestic 
inputs (sugar) and inappropriate raw materials 
( i r o n and steel) are among some of the reasons 
f o r f a i l u r e o The Plan also warns that an 
unqualified adherence to an export-oriented 
i n d u s t r i a l i z a t i o n strategy would also be 
inappropriate i n spite of i t s t h e o r e t i c a l 
superiority to i m p o r t -substitution 0 " 31/ 
As to a g r i c u l t u r e , the strategy i s to ensure the security 
of the supply of basic foodstuffs and of clothing of the 
population, but without a f f e c t i n g the importance of t h i s 
sector as a foreign exchange earner. This e n t a i l s some 
rest r u c t u r i n g of crops by increasing the area under cereals« 
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The central theme that could be discerned from the 
above plans i s that the a g r i c u l t u r a l Arab countries are t r y i n g 
to make the process of development and growth more adapted to 
t h e i r national human and natural resource endowment., By 
enhancing the performance of t h e i r employed factors of 
production as w e l l as bringing into productive use i d l e 
resources, they are reducing the extent of t h e i r external 
dependences In other words, they are endeavouring to substitute 
national resources (goods and services) f o r imported ones, thus 
a t t a i n i n g a larger degree of national sovereigntyo The 
emphasis i n t h i s approach i s apt to be on the "disaggregation 
of growth" though increasing the l e v e l of income of the 
d i f f e r e n t groups i n society 0 Of course, t h i s process would 
have an opportunity cost i n terms of growth foregone, but could 
be desirable from the s o c i o - p o l i t i c a l point of view. I t attains 
f o r the majority of the population what i s now termed as the 
"basic needs" 
I t i s obvious that i n d u s t r i a l i s a t i o n provides a focal 
point i n the self-reliance (or inward-) orientated strategy, 
but without any negligence of agricultures In most cases, 
the process of economic development has to s t a r t i n the 
a g r i c u l t u r a l sector where labour p r o d u c t i v i t y i s low, and the 
s h i f t to i n d u s t r i a l development becomes eminent when fur t h e r 
increases i n average productivity can best be secured by a 
32/ The d e f i n i t i o n of t h i s term i s a r b i t r a r y , but could be 
taken to include i n d i v i d u a l , or household, material 
consumption ( i . e e food 9 clothing, shelter, e t c . . . ) ! the provision of or access to education, health services J 
and the use of public u t i l i t i e s . 
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transfer of labour to other occupations,, Thus, i t seems 
that such a rural-based development approach is mostly suitable 
to the Sudan and the two Yemenso In the more developed 
countries ( i 0 e 0 Syria, Iraq, Egypt, and Jordan), i n d u s t r i a l i -
sation seems to lend i t s e l f more as a vehicle f o r achieving 
the increase i n pr o d u c t i v i t y on which economic development 
i s essentially based 0 
Economic Development and Integration 
The whole Arab region seems to be at a turning point 
i n i t s economic development and progress* Although t h i s could 
l i m i t the usefulness of past performances i n predicting 
future trends, i t i s certain that i n d u s t r i a l i s a t i o n would 
remain at the core of the development strategies of the various 
countries i n the region,, For the o i l countries, i n d u s t r i a l i -
sation could provide the basic means f o r absorbing a larger 
part of the o i l revenues i n productive investments, considering 
the l i m i t e d a g r i c u l t u r a l p o t e n t i a l i n most of them0 This 
would eventually transform the present o i l economies into 
p e t r o - i n d u s t r i a l economies0 Analogously, i n the a g r i c u l t u r a l 
countries i n d u s t r i a l i s a t i o n could ensure a f u l l e r u t i l i s a t i o n 
of labour resources, and help to enhance the average 
produc t i v i t y of labour i n the entire economy,, The a g r i c u l t u r a l 
and i n d u s t r i a l sectors could be made mutually supporting by 
the creation of some industries based on a g r i c u l t u r a l inputs 
and others supplying the a g r i c u l t u r a l sector with certain 
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essential inputs such as f e r t i l i z e r s , insecticides and 
machinery* Such inputs could help i n preventing a g r i c u l t u r a l 
development from becoming too costly i n domestic or foreign 
exchange terms. This would eventually transform the a g r i -
c u l t u r a l economies into agro-industrial economies. 
I t must be recognised, however, that the achievement 
of the fundamental development objectives outlined above hinges 
to a large extent on the a b i l i t y of the Arab countries to 
surmount the problems and constraints which beset t h e i r 
developments These problems which are common to many countries 
i n the developing world, embrace both the demand and supply 
sides o 
On the demand side, despite the fact that the Arab 
countries vary considerably i n economic size, t h e i r domestic 
markets are considered small to sustain large-scale ind u s t r i e s . 
I t i s generally presumed 
"that the size of a country ... imposes 
certain constraints on the pattern of 
growth and hence on the character and 
degree to which such growth can be s e l f -
. sustaining." 55/ 
Consequently, in the absence of export outlets the process 
of economic transformation sought i n the Arab countries i s 
expected to reach an "impasse", though sooner i n the smaller 
than i n the larger countries. For example, Egypt has a much 
55/ William Ge Demas, The Economics of Development i n Small 
Countries With Special Reference to the Caribbean (Montreal 
MoGill University Press, 1965), p. 22. 
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wider po t e n t i a l f o r development on the basis of i t s domestic 
market than any other Arab country, though t h i s p o t e n t i a l 
can be realised only i f income per capita increases notably Q 
Within the confines of a small market the ef f i c i e n c y 
of investments tends to be jeopardised 0 I f f o r technological 
reasons a certain i n d u s t r i a l plant cannot be downscaled to the 
size of the domestic market, i t w i l l have to operate below 
capacity and thus there w i l l be a misallocation of resources 0 
More s p e c i f i c a l l y , i n some industries there i s apt to be a 
minimum-efficient-scale below which operation would be costly <, 
At the r i s k of generalisation one can say that investment 
p r o d u c t i v i t y , especially i n industry, i s l i k e l y to be low 
i f based on a small market. In other words, the incremental 
capital-output r a t i o (ICOR) would tend to be high, and t h i s 
w i l l be undesirable i n a country where economic development 
i s constrained by c a p i t a l shortage 0 
On the supply side, the emphasis on the problems besetting 
development d i f f e r s as between the o i l and non-oil countries» 
While the o i l countries experience no f i n a n c i a l constraints, 
they face serious shortages of labour at a l l l e v e l s , and t h i s 
i s being aggravated by t h e i r ambitious development plans 0 
Although these countries are all o c a t i n g sizeable protions 
of t h e i r public expenditures to education and vocational 
t r a i n i n g , t h i s i s not l i k e l y to ease the problem i n the 
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short- or medium-rune I n the meantime , migrational movements 
wi t h i n the Arab region are proving to be of some help, but 
not without r a i s i n g sharply the general l e v e l of wages„ 
Unlike other o i l countries, Iraq prefers not to import labour 
apart from some Arab labour, and i t i s endeavouring to draw 
the s k i l l e d manpower needed f o r i t s development almost 
e n t i r e l y from i t s own population., 
Another problem retarding development i n the o i l 
countries i s the i n f r a s t r u c t u r a l weakness. This does not only 
l i m i t the absorptive capacity of the countries concered, but 
also increase the cost of development considerably„ In Ir a q , 
where economic a c t i v i t y i s spread over a r e l a t i v e l y wide 
geographic area, there i s a pressing need to improve and 
expand the road and r a i l networks, to provide i n d u s t r i a l and 
a g r i c u l t u r a l projects with better access to t h e i r major markets 
and to the po r t s e I n the smaller o i l countries, port congestion 
which could cause unloading delays up to three months i s a 
major bottleneck to development, and resultant costs have 
been considerable. However, there has been some improvement 
i n the Saudi ports (Jeddah and Damman) since the beginning of 
1977 and i n Kuwait and U.A.E. ports. 
With respect to the non-oil countries, the lack of 
cap i t a l funds, which arises basically from the low lev e l of 
domestic savings, i s a major l i m i t i n g f a c t o r i n the process 
of economic development<> I n these countries, the resource 
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balance'"' i s t r a d i t i o n a l l y negative ( i 0 e 0 dissaving) and 
showed marked de t e r i o r a t i o n i n the 1970s as a re s u l t of the 
increase i n investment expenditures„ In 1977? the resource 
balance as a percentage of GDP reached 5 8 o 9 per cent i n the 
case of Jordan, 3908 per cent i n Yemen, 22 per cent i n Syria, 
13 <>2 per cent i n Lebanon, and 12 per cent i n Egypt (during 
1976)„25/ i t has been estimated that the "resource gap" which 
needs to be covered, i f an average rate of growth of 10 per 
cent per annum i s to be attained i n the non-oil Arab countries 
during the period 1975=80, amounts to $5.2 b i l l i o n . I t i s 
estimated that domestic sources would cover 39°5 per cent of 
t o t a l c a p i t a l required i n the case of Egypt, 33.4 per cent i n 
Sudan, 77°6 per cent i n Syria, 48 04 per cent i n Lebanon, 4 4 o 3 
per cent i n Jordan and 40 o0 per cent i n Yemen0 On the other 
hand, the oil-producing countries are expected to realise 
during the same period surplus c a p i t a l averaging about $30,5 
b i l l i o n annually 
I t i s not d i f f i c u l t to visualise how the above 
constraints could be overcome to a large extent through 
promoting development on a regional scale„ The fac t o r 
54/ The resource balance i s the r e s u l t of domestic savings 
less gross c a p i t a l formation,, Obviously, the insufficiency 
of domestic resources i n the non-oil countries to meet 
domestic investment requirements leads to negative resource 
balance r a t i o s . 
35/ See EOWA, Survey of Economic and Social Development i n the 
ECWA Region,, 1970-780 op 0 c i t o o pp« 35-55? and, Robert Mabro O i l Revenues and the Cost of Social and Economic Development 
a paper presented to the F i r s t Arab Energy Conference, 
4-8 March 1979, Abu Dhabi, p Q 25. 
56/ R0 El=Mallakh, Me Kadhim, and B 6 Poulson, Capital Investment i n the Middle East (New York? Praeger, 1977) , pp<> 73-75. 
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disproportion on the national l e v e l could turn int o a 
d e f i n i t e economic advantage when viewed i n a regional 
contexto Undoubtedly, the Arab countries could enhance 
considerably t h e i r development po t e n t i a l through promoting 
regional specialisation and mob i l i t y of factors of production,, 
This can be attained i n a c i r c u l a t o r y ways the inflow of 
c a p i t a l to the non-oil economies would allow these countries 
to increase t h e i r rates of investment i n human resources 
and productive capacities, and hence increase the regional 
a v a i l a b i l i t y of s k i l l s f o r o i l economies,^/ Indeed, the o i l 
economies provide an in t e r e s t i n g model of development which 
i s based on an unlimited supply of c a p i t a l , since the 
monetary c a p i t a l surpluses f a c i l i t a t e the process of 
development without s a c r i f i c i n g present consumption stand-
ards o This means that through r a i s i n g capital=output and 
capital-labour r a t i o s i t would be possible to s h i f t the 
dependence of the economy from the production of crude o i l 
to high technology, capital-intensive i n d u s t r i a l production., 
Yet, t h i s seems d i f f i c u l t to achieve within an unchanged 
social framework, since the c a p i t a l absorptive capacity 
i s not only l i m i t e d by the degree of s k i l l s available 
but also by the smallness of the indigenous labour f o r c e 0 
37/ Some of the non-oil countries, especially Jordan and 
and Syria, are s t a r t i n g to s u f f e r from the present 
outflow of s k i l l s to the o i l countries„ Syria i s 
seriously considering the imposition of r e s t r i c t i o n s 
on the movement of s k i l l e d and semi-skilled workers 0 See Middle East Economic Digest, 11 March 1977, p<> 9 
•• 222 
I t cannot be denied that there i s a wide cognizance 
among the Arab countries of the d e s i r a b i l i t y of intra-regional 
coordination of development e f f o r t s . In most development plans 
regional economic cooperation and integration i s stated as a 
declared objective. The Jordanian Plan states e x p l i c i t l y 
that 
"Emphasis should be placed on cooperation 
with s i s t e r Arab countries through the 
coordination of t h e i r development e f f o r t s 
and the establishment of j o i n t projects, 
p a r t i c u l a r l y i n the f i e l d s of minerals and 
mineral-based industries. Emphasis should 
also be placed on promoting economic integra-
t i o n among the Arab countries as w e l l as on 
developing i n f r a s t r u c t u r a l f a c i l i t i e s which 
serve the above purposes e" 58/ 
The Syrian Plan l i s t s among i t s objectives the improve-
ment of 
"the transport and communication network 
with the world i n general and the Arab 
countries i n pa r t i c u l a r . " 59/ 
The Yemeni Plan advocates the 
"concentration on integrative projects, 
both Yemeni and Arab, by executing projects 
which may achieve u n i f i c a t i o n of the two 
Yemens and provide closer t i e s with the 
other Arab countries." 40/ 
58/ The Hashemite Kingdom of Jordan, National Planning Council, 
The Five-Year Plan f o r Economic and Social Development, 
1976-80. Amman. 1976. p. 29. 
5_2/ Syrian Arab Republic, National Planning Council, The Fourth 
Five-Year Development Plan, 1976-80. Damascus, 1976, p. 7. 
( i n Arabic). 
40/ ECWA, Summary of the F i r s t Five-Year Plan of the Yemen Arab 
Republic, November 1977, -Beirut, p. 28. 
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The Saudi Plan r e i t e r a t e s the Saudi Government's 
commitment to aid Arab and other countries " i n f u l f i l l i n g 
t h e i r development aspirations", and l i s t s some of the major 
i n s t i t u t i o n s established alone or with p a r t i c i p a t i o n from 
other Arab countries to handle such aido-^ 3^ Among these 
i n s t i t u t i o n s the Saudi Arabian Development Fund which was 
established i n 1974 with a c a p i t a l of SRls 10,000 m i l l i o n , 
aad the Islamic Development Bank which was established i n 
1976 with a c a p i t a l of Islamic Dinar 2,000 m i l l i o n (or the 
equivalent to US $2,400 m i l l i o n ) of which 10 per cent represents 
the share of Saudi Arabia* 
H i s t o r i c a l l y , the Arab countries were among the f i r s t 
to recognise i n the post-World War I I period the merits of 
regional economic cooperation and i n t e g r a t i o n , and t h e i r 
e f f o r t s have aroused academic interests since some t i m e 0 ^ ^ 
But as could be discerned from the previous chapter, t h e i r 
achievements i n t h i s f i e l d have been rather disappointing? 
Although p o l i t i c a l differences loomed large i n disrupting 
t h e i r integrative e f f o r t s , i t i s f i r m l y believed that the 
economic factors already discussed, combined with the lack 
of emphasis on the proper approach to i n t e g r a t i o n , were also 
of great significance 0 The basic idea i n t h i s respect i s 
that economic integration among the Arab countries i s not 
merely a question of reducing or eliminating discriminatory 
41/ Kingdom of Saudi Arabia, Ministry of Planning, Second 
Development Plan a 1975-800 Riyadh, 1975, pp. 46=48. 
42/ For instance, see the two a r t i c l e s by Daniel H„ Garnick, 
"On the Economic F e a s i b i l i t y of A Middle Eastern Common 
Market", The Middle East Jorunal 0 Summer, 1966, pp„ 265-2765 and, "Regional Integration and Economic Development i n the 
Middle East", Middle Eastern A f f a i r s 0 Vole 12, No0 10, December 1961, pp. 294-300. 
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measureso I t c a l l s f o r a positive action based on a regional 
investment policy which coordinates investment programmes 
i n productive sectors, to reap the benefits of specialisation 
and scale i n an enlarged market 0 
On the whole 9 the a g r i c u l t u r a l sector does not pose 
any serious problems i n the process of economic i n t e g r a t i o n , 
given the natural specialisation i n production and the need 
to bridge the widening gap i n food 0 The major i n d u s t r i a l 
crops produced i n the region at present (e<,go cotton i n Egypt) 
are mainly exported to the outside world, and t h i s w i l l 
continue i n the case of integration,, The production of food 
crops on an integrated basis i s not l i k e l y to generate, at 
least w i t h i n a decade or so, considerable surpluses beyond 
the needs of the region. I t i s important to recognise, however 
that a g r i c u l t u r a l a c t i v i t y i n the Arab region i s s t i l l resource 
based and there i s a need to base i t more on science and modern 
technology, especially when i t comes to v e r t i c a l expansion and 
the use of desert-like areas*, The Arab countries have a 
d e f i n i t e interest i n pooling t h e i r a g r i c u l t u r a l research 
a c t i v i t i e s , , 
The i n d u s t r i a l sector i n the Arab countries lends i t s e l f 
much more to the concept of inte g r a t i o n at the present stage 
of development,, In the f i r s t place, and as argued e a r l i e r , 
i n d u s t r i a l i s a t i o n plays a central role i n the process of 
economic transformation i n view of i t s dynamic q u a l i t i e s , and 
accordingly i n d u s t r i a l i n t e g r a t i o n w i l l s p i l l over into other 
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sectors and help more i n gathering momentum i n the o v e r a l l 
i n t e g r a t i o n process., I n the following passage, Mabro and 
Radwan reveal eloquently the c e n t r a l i t y of i n d u s t r i a l i s a t i o n 
i n the above contexts 
"Economic theory lends some support to 
the case of i n d u s t r i a l i z a t i o n G Industry i s the privileged locus of the d i v i s i o n 
of labour 9 economies of scale, and techni-cal progress, the main agent of economic 
growtho I t transmits technical advances, 
embodied i n c a p i t a l goods of i n d u s t r i a l 
inputs, to other sectors., Output per man 
i s generally higher i n industry than i n 
poor a g r i c u l t u r e , and the r e - a l l o c a t i o n of 
labour from a low<= to a high-productivity 
sector i s a f a c t o r of growth« F i n a l l y , 
and despite the fashionable scepticism 
about external economies, i t remains true 
that industry acquaints labour and manage-
ment with the modes of thinking, the 
d i s c i p l i n e and organization, the processes 
and tools of the technological world, and 
that t h i s increased f a m i l i a r i t y slowly 
spreads elsewhere i n the economyo" 42/ 
Secondly, most of the Arab countries have already 
devoted sizeable portions of t h e i r resources f o r developing 
t h e i r physical and social i n f r a s t r u c t u r e s , and have reached 
now a stage where they need to expand and d i v e r s i f y t h e i r 
productive sectors 0 I t i s amply evident from the above survey 
of selected development plans that the i n d u s t r i a l sector i s 
assigned a leading role i n the development process<> Unlike 
the preceding stage of development, the new stage would 
require more formal regional cooperation and integrationo 
43/ Robert Mabro and Samir Radwan, The I n d u s t r i a l i z a t i o n of 
Egypt 1959-75s Policy and Performance (Oxfords Clarendon 
Press, 1978), pp 0 1-20 
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Thirdly, i t i s rap i d l y becoming apparent that the 
emerging patterns of i n d u s t r i a l investments are not i n the 
long-term interests of the Arab countries<> In the case of 
the o i l countries, there i s much duplication i n i n d u s t r i a l 
investments i n view of these countries' similar resource bases 0 
This s together with the geographical grouping of industries, 
i s apt to increase greatly the danger of ruinous competition 
between these countries i n export markets, whether w i t h i n the 
region or outside i t 0 At the same time, and perhaps more 
importantly at t h i s stage of development, these patterns of 
investment are not conducive to a r a t i o n a l e x p l o i t a t i o n of 
f i n i t e resources i n the region and tend to keep the economies 
concerned open to external influenceso On the other hand, 
i n d u s t r i a l development i n the non-oil countries i s taking 
place largely w i t h i n national compartments, and t h i s i s not 
only producing s i m i l a r i n d u s t r i a l patterns but also lowering 
the c e i l i n g f o r i n d u s t r i a l development and preventing from 
the use of certain modern technologieso Again here the res u l t 
has been the spread of some of the scarce domestic resources 
( c a p i t a l and s k i l l s ) t h i n l y among numerous small and r e l a t i v e l y 
i n e f f i c i e n t enterprises» 
I t was argued i n the f i r s t chapter that economic 
in t e g r a t i o n i n developing settings i s marked with great 
uncertainty, and that i t i s very important f o r i t s success 
to adopt an aliocative approach which would avoid the 
occurance of "crises" among the participants due to 
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m a l d i s t r i b u t i o n of benefits and costs of i n t e g r a t i o n 0 I t 
i s more consistent with t h i s approach to have integ r a t i o n 
s t a r t i n an area i n which the participants have a vested 
interesto From the above a n a l y s i s the i n d u s t r i a l sector can 
be considered a p r i o r i t y area f o r i n t e g r a t i o n among the Arab 
countrieso To argue f u r t h e r t h i s p r o p o s i t i o n i t i s necessary 
to examine closely the i n d u s t r i a l p o s i t i o n , problems and 
prospects i n the Arab countrieso 
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CHAPTER SIX 
INDUSTRIALISATION IN THE ARAB MIDDLE EAST 
The s t a r t i n g proposition of t h i s chapter i s that 
i n d u s t r i a l i s a t i o n ^ i n the Arab Middle East countries has 
not so fa r produced s i g n i f i c a n t s t r u c t u r a l changes or c o n t r i -
buted markedly i n promoting exports„ Aside from the fact 
that i n d u s t r i a l development has only a short h i s t o r y , t h i s 
can be at t r i b u t e d to the way by which i n d u s t r i a l i s a t i o n has 
been approached i n most Arab countries» An attempt w i l l be 
made f i r s t to examine the general approach to i n d u s t r i a l 
development, the policy framework governing the i n d u s t r i a l i -
sation process, and the emerging i n d u s t r i a l growth patterns. 
This w i l l be followed by an analysis of the compatability of 
present policy instruments and the measures i n at t a i n i n g the 
objective of greater l e v e l of industrialisation,, The chapter 
w i l l be concluded by an assessment of the significance of 
regional i n d u s t r i a l integration as a major ingredient of 
i n d u s t r i a l development p o l i c y 0 
The General Approach to I n d u s t r i a l i s a t i o n 
Broadly speaking, there are two d i s t i n c t approaches to 
i n d u s t r i a l development<> One i s an outward-looking approach 
1/ Unless otherwise stated, the terms " i n d u s t r i a l i s a t i o n " and 
"industry" are used throughout t h i s study i n t h e i r r e s t r i c t e d 
sense to denote manufacturing industry only 0 This w i l l exclude o i l - e x p o r t i n g industry, but include industries based 
on the processing of extracted o i l such as r e f i n i n g , petro-
chemicals, f e r t i l i z e r s , e t c 0 0 . 
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which aims at producing manufactured goods largely f o r export. 
In l i n e with the principle of comparative advantage, the 
production of such goods ought to be intensive i n the factor 
of production which i s r e l a t i v e l y abundant i n the producing 
country 0 The rationale of t h i s approach i s to increase export 
earnings of the country concerned} and hence improve i t s a b i l i t y 
to import goods needed fo r development purposes„ Under t h i s 
approach we can include as wel l the processing of raw materials 
f o r export, the question i s whether t h i s processing i s carried 
out by l o c a l or foreign-owned f i r m s 0 The other approach i s an 
inward-looking one, I t aims at sub s t i t u t i n g imports by domestic 
production, without much consideration to the principle of 
comparative advantage i n both s t a t i c and dynamic contexts. 
The rationale of t h i s approach i s to lessen the constraints 
imposed by foreign exchange shortages and ensure a reasonable 
degree of i n d u s t r i a l i s a t i o n . 
Obviously, these approaches are poles apart as f a r as 
the p a r t i c i p a t i o n i n the in t e r n a t i o n a l d i v i s i o n of labour i s 
concerned. Considerations such as factor endowment, le v e l of 
i n d u s t r i a l development, and size of the domestic market are 
instrumental i n determining the choice of the approach,, The 
framing of the approach i s basically made by manipulating 
commercial policy. This policy tends to be highly discrimi= 
natory i n the case of the inward-looking approach and non-
discriminatory i n the case of the outward-looking approach. 
Of course, i t i s possible to conceive varying combinations of 
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the two approachesj and the optimal one i s that which promotes 
at the same time production f o r export and f o r domestic 
consumption,. However, i n most developing countries there i s 
a strong accent on import-substitution 0 But t h i s should not 
conceal the fact that some developing countries, p a r t i c u l a r l y 
i n Latin America and the Par East, succeeded i n expanding 
markedly t h e i r exports of manufactures (mainly low-cost and 
r e l a t i v e l y labour-intensive manufactures) 
The drive towards import-substitution has been conditioned 
mainly by two in t e r r e l a t e d considerations„ F i r s t , the developing 
countries generally are late-comers i n the f i e l d of i n d u s t r i a l 
development and accordingly they are at a disadvantage vis-a-vis 
developed ( i n d u s t r i a l i s e d ) countries i n exporting to world 
marketSo This remains v a l i d despite the view that developing 
countries can benefit from back-logs of innovations and past 
experiences and can avoid the p i t f a l l s and d i f f i c u l t i e s 
encountered by early-comers. In addition, i t has been proven 
that there i s a bias i n the t a r i f f structure of the developed 
v 
countries against exports from developing c o u n t r i e s ^ Secondly, 
s u b s t i t u t i o n i s usually the most potent i n i t i a l phase of 
industrialisation,, I t "takes-over" from foreign producers 
an e x i s t i n g market f o r a wide range of i n d u s t r i a l goods, mostly 
2/ See UNCTAD, Trade and Development Policies i n the 1970s. 
Report by the Secretary General of UNCTAD f o r the f i r s t 
review and appraisal of the implementation of the Interna-
t i o n a l Development Strategy, New York, United Nations 
Publications Sales NoQ E O 7 3 G I I O D O 1 4 , pp» 3=4o 
2/ Bela Balassa, " T a r i f f Protection In I n d u s t r i a l Nations and 
i t s Effects on the Exports of Processed Goods from Developing 
Countries", Canadian Journal of Economics, Volo I , No0 3, August 1968, pp 0 583-594o 
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finished consumer goods, which can be produced with l i m i t e d 
c a p i t a l requirements and on the basis of a small marketo As 
such i t i s apt to generate rapid i n d u s t r i a l growth and release 
foreign exchange f o r the importation of c a p i t a l equipment and 
other essential goods• 
Turning to the Arab countries, one can notice that 
the process of i n d u s t r i a l i s a t i o n gathered momentum only i n 
some of them? namely, Egypt, Lebanon, Syria, I r a q , and Jordan,, 
Of these countries, only Egypt has a long record of i n d u s t r i a l i -
sation that goes back to the f i r s t h a l f of the nineteenth 
century.^/ In the other countries, i n d u s t r i a l i s a t i o n started 
i n the period following World War I I , but did not make roots 
5/ 
u n t i l the late 1950s<>-' However, a common feature i s that 
i n d u s t r i a l i s a t i o n was largely induced by policy instruments 
which favour import-substitution,. More importantly, i n the 
case of Egypt, Syria, and Iraq, i n d u s t r i a l i s a t i o n was approached 
by d i r e c t p a r t i c i p a t i o n of the public sector i n i n d u s t r i a l 
act i v i t y , , As f a r as the other countries i n the Arab region 
are concerned, i n d u s t r i a l development i s s t i l l at an embryonic 
stage, though remarkable progress has been made over the l a s t 
few years especially i n the o i l - r i c h countries„ 
4/ For a b r i e f expose of early i n d u s t r i a l i s a t i o n i n Egypt, see 
Mabro and Radwan, op 0 citoa pp 0 9=29<> 
5/ The i n d u s t r i a l i s a t i o n process i n Iraq started i n the late 
1930s, but was disrupted by World War I I D For a detailed h i s t o r i c a l account, see Kathleen Langley, The I n d u s t r i a l i -
zation of Iraq (Cambridge, Mass; Harvard University Press, 
1961)o For a h i s t o r i c a l account of i n d u s t r i a l i s a t i o n i n the 
other countries of the region, see Kurt Grunwald and J e Ronall, I n d u s t r i a l i z a t i o n i n the Middle East (New York? Council f o r 
Middle Eastern A f f a i r s Press, 1960)„ 
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I t i s evident from available data that the rate of 
growth of value-added i n manufacturing i n the major Arab 
countries averaged during the 1960s about 8 per cent per annum. 
In i n d i v i d u a l countries, the annual rates of growth ranged 
from 7.9 per cent i n Jordan to 8.0 per cent i n Syria, and 8 e2 
per cent i n each of Lebanon and I r a q . ^ But as growth rates 
are sensitive to base year values, i t i s more useful to relate 
the value-added i n manufacturing to GDP. Table 6»1 reveals 
that i n the early 1970s, the r a t i o of value-added i n manufactur-
ing to GDP was highest i n Egypt (26 82 per cent), followed by 
Syria (13<>7 per cent), Jordan (10.9 per cent), Sudan (8.0 per 
cent), and Iraq (3.0 per cent). The high r a t i o s i n the case 
of Bahrain and Democratic Yemen arise from the o i l r e f i n i n g 
a c t i v i t i e s i n them<> 
More s i g n i f i c a n t l y , the above Table reveals the s t r u c t u r a l 
imbalance i n Arab manufacturing industry, which i n i t s e l f i s 
a clear indication of the early stage of i n d u s t r i a l i s a t i o n 
i n the region., I n the non-oil countries, there i s a marked 
bias f o r consumer industries which have been developed mainly 
on an import-substitution basis. T a r i f f protection i s the 
most widely used instrument f o r the promotion of i n d u s t r i a l 
a c t i v i t y i n these countries, and i n some cases i t i s associated 
with quantitative r e s t r i c t i o n s i n the form of import licensing 
and a quota system. In countries which experience a d e f i c i t 
6/ ECWA, Survey of Economic and Social Development i n the 
ECWA Region,, op 0 cit.« p<> 139. 
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i n t h e i r current account (especially Egypt, Syria and Jordan), 
these measures have been u t i l i s e d both defensively to deal 
with the payments s i t u a t i o n , and p o s i t i v e l y to a t t a i n the 
objective of a greater l e v e l of i n d u s t r i a l i s a t i o n s The 
desirable e f f e c t of these instruments on i n d u s t r i a l development 
arises from t h e i r discriminatory impact on the r e l a t i v e prices 
of inputs and outputs, and subsequently on the a l l o c a t i o n of 
resources o 
I t i s important to recognise that the extent of protection 
d i f f e r s as between countries and between products i n any one 
countryo In 1969? the unweighted averages of t a r i f f rates and 
other charges ranged ( i n percentages) from 57o3 i n Egypt to 
32.5 i n Syria, 31ol i n Jordan, 23 «1 i n Iraq, and 21,5 i n 
7/ 
Lebanon,-/ I t i s rather d i f f i c u l t to depict the extent of the 
protective element i n these rates, since customs duties form 
an important source of public revenues i n these countries. 
As to protection applied to i n d i v i d u a l commodities, i t i s 
noticed that t a r i f f s escalate according to the degree of 
processing involved i n producing the imported goods. 
Accordingly, nominal t a r i f f s are higher on imports of manu-
factured f i n a l products than on inputs, whether of raw 
materials or c a p i t a l goods.^ Prom the standpoint of production 
decisions, the e f f e c t i v e rate of protection i s more meaningful 
than nominal rate of protection, as the value-added i n new 
7/ UNESOB, Problems and Methods of Establishing Common External 
T a r i f f s f o r the Countries of the Arab Common Market, Beirut, 
1971 ( i n Arabic and French). 
8/ Wilson, op. c i t . , p. 73» 
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industries i n the Arab countries i s often only a small 
proportion of the t o t a l value of the products I t i s presumed 
therefore that i n the countries concerned generally the nominal 
rates of protection are much lower than e f f e c t i v e rates, and 
t h i s gives better chances f o r import-substitution i n d u s t r i a l i -
sation 0 
In the o i l countries, the bias i n the i n d u s t r i a l 
structure i s for intermediate industries which comprise mainly 
r e f i n i n g a c t i v i t i e s and petrochemical production. This i s also 
the case i n Democratic Yemen which r e l i e s heavily on r e f i n i n g 0 
However, these countries d i f f e r as to the dependence of t h e i r 
industries on expoart markets, with t h i s being highest i n 
Bahrain and Democratic Yemen (with respect to refined o i l ) 
and Kuwait and Saudi Arabia (with respect to petrochemicals) 0 
As w i l l be revealed l a t e r , the o i l countries are increasingly 
taking advantage of the a v a i l a b i l i t y of cheap energy to create 
hydrocarbon industries which are highly integrated with the 
outside worldo 
What needs to be stressed here i s that past i n d u s t r i a l 
growth has not yet produced a s i g n i f i c a n t degree of economic 
and social transformation 0 This can be a t t r i b u t e d largely to 
the emphasis on import-substitution and the pattern of i n d u s t r i a l 
growth which emergedo Paced with a small and i n some cases 
widely dispersed domestic market, import-substitution 
i n d u s t r i a l i s a t i o n tended to take the form of in d i v i d u a l and 
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comparatively unrelated plants f o r the production of l i g h t 
(mostly consumer) goods, and hence the linkages between these 
plants and the rest of the economy were kept to a minimum0 
I t i s estimated that a l i t t l e less than two-thirds of the t o t a l 
value of manufacturing output of the region consists of food, 
t e x t i l e s , wood products and p l a s t i c s . However, i n view of a 
r e l a t i v e l y larger domestic market and the a v a i l a b i l i t y of 
d i v e r s i f i e d resources, there has been some deviation from 
t h i s pattern i n the case of Egypt» Almost a l l branches of 
manufacturing industry, especially the chemical, pharmaceutical, 
engineering and e l e c t r i c a l industries, experienced rapid 
expansion, and t h i s provided Egypt with a wider i n d u s t r i a l 
Q 
base which has many int e r - s e c t o r a l and inte r - i n d u s t r y linkages 0^ 
To demonstrate these aspects of i n d u s t r i a l i s a t i o n i n the Arab 
countries, i t i s useful to give a p r o f i l e of the i n d u s t r i a l 
structure and policy frameworks governing i n d u s t r i a l i s a t i o n 
i n selected Arab countrieso 
Patterns of I n d u s t r i a l Growth 
Despite the common features which characterise the 
process of i n d u s t r i a l i s a t i o n i n the Arab countries, i t i s 
possible to depict some differences among these countries 
with regard to the p o l i c i e s pursued, the problems faced, and 
the future prospects as may be determined by the emerging 
patterns of i n d u s t r i a l growtho Accordingly, the countries 
2/ I b i d , o p 0 53. 
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chosen f o r study must r e f l e c t these differences, and at the 
same time be representative so as to permit the generalisa-
t i o n of the findings to a certain extent<> The countries 
which w i l l be studied ares Egypt, Syria, Jordan and Lebanon 
from among the non-oil countries, and Iraq and Saudi Arabia 
from among the o i l countries 0 
Egyptt In view of the population pressure i n the 
a g r i c u l t u r a l sector, i n d u s t r i a l i s a t i o n assumes a v i t a l 
importance i n the national development policy of Egypt. The 
modern phase of i n d u s t r i a l i s a t i o n which started i n 1930 was 
t y p i c a l l y import-substitution, despite the change i n economic 
system from free enterprise to mixed economy during the 1950s, 
and to planned s o c i a l i s t economy following the extensive 
na t i o n a l i s a t i o n measures i n 1961. The t a r i f f system of 1930 
was designed to promote industries using l o c a l raw materials 
by protecting them. However, the process of i n d u s t r i a l i s a t i o n 
remained r e l a t i v e l y slow u n t i l the early 1950s, despite some 
acceleration during World War I I as a res u l t of the reduction 
of external supplies„ The structure of industry was dominated 
by a small number of industries processing a g r i c u l t u r a l 
products, especially cotton. 
The F i r s t I n d u s t r i a l Programme (1957-61) was a major 
development i n the i n d u s t r i a l i s a t i o n of Egypt. I t marked the 
beginning of a period i n which the Government became d i r e c t l y 
involved i n i n d u s t r i a l development, a f t e r being merely 
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"promotional" by adopting a protective t a r i f f policy directed 
towards encouraging private investments i n industry. This 
involvement was i n t e n s i f i e d i n the 1960s when comprehensive 
economic planning was introduced and the public sector emerged 
as the major i n d u s t r i a l entrepreneur. Furthermore, the 
nati o n a l i s a t i o n of foreign trade enabled the public sector to 
subordinate the import policy to the long-term development 
plans. During the period 1959-70, t o t a l public investments 
i n industry amounted to £E945.3 m i l l i o n , or about ten times 
the t o t a l investment i n industry during the 1950s. 
The adoption of import-substitution as a strategy f o r 
i n d u s t r i a l i s a t i o n i n Egypt was dictated largely by the desire 
to accelerate the rate of i n d u s t r i a l growth and save foreign 
exchanges The attractiveness of t h i s strategy i n the case of 
Egypt i s enhanced by the fact that i t e n t a i l s , at least i n the 
early stages, minimum c a p i t a l and technical requirements. I t 
i s important to remark that the average annual growth rate of 
i n d u s t r i a l production during the F i r s t Five-Year Development 
Plan (1960/61-1964/65) was about 8.5 per cent (against a 
planned rate of 14.5 per cent), and t h i s contrasts favourably 
with previous growth rates. But a f t e r 1965» and p a r t i c u l a r l y 
a f t e r the June 1967 War, the rate of growth declined consi-
derably and i n 1968 i t was negative, the major reason being 
the acute shortage i n foreign exchange needed to finance new 
and e x i s t i n g industries, largely caused by the heavy defense 
10/ Fouad H. Awad, I n d u s t r i a l P o l i c i e s i The Experience of the 
United Arab Bepublic, UNESOB-UNIDO-IDCAS, Interregional 
Seminar on Selected Aspects of I n d u s t r i a l Policy, Beirut 
4-15 January 1971, ID/WG.86/11, 15 July 1971, p. 18. 
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commitmentse Although there was some improvement i n 1970 
and the years a f t e r , i t i s not l i k e l y that i n d u s t r i a l growth 
has regained f u l l y i t s previous strength„ However, i t i s 
estimated that i n 1975 the share of the i n d u s t r i a l sector 
i n G-NPwas 19.4 per cent, against 8 per cent i n 1945, v/hereas 
t h i s sector absorbed 12.5 per cent of t o t a l labour force, 
against 9 per cent, r e s p e c t i v e l y . ^ ^ 
Available figures reveal that considerable strides 
have been made since 1950 to s a t i s f y l o c a l demand f o r consumer 
and durable i n d u s t r i a l goods, i n addition to an appropriate 
contribution to supplies of intermediate products including 
b u i l d i n g materials, i r o n and s t e e l , chemicals, and petro-
chemicals a Table 6 e2 i l l u s t r a t e s the change which took place 
i n i n d u s t r i a l structure between 1947 and 1975° I t i s clear 
that there was a decline i n the share of consumer industries 
i n gross value-added i n favour of intermediate industries, and 
to a much lesser extent i n favour of consumer durable/equipment 
industries. Yet, food and t e x t i l e industries remain the main 
contributors of value-added, accounting together f o r 38e5 per 
cent of t o t a l gross value-added i n manufacturing i n 1975., The 
importance of the t e x t i l e industry can also be discerned from 
the fact that i t i s the major employer and exporter of manu-
facture S o I n 1966/67, t h i s industry absorbed about 32o3 per 
cent of i n d u s t r i a l labour, and provided about 20 per cent of 
t o t a l i n d u s t r i a l exports. As a World Bank report points out, 
11/ IDCAS, An Evaluation of I n d u s t r i a l Development i n Egypt, 
a study presented to the 4th Conference on I n d u s t r i a l 
Development f o r Arab States, December 1976, pe 9. For an 
index of i n d u s t r i a l production during the period 1945-70, 
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the dominant place o f t e x t i l e s i s the consequence o f import-
s u b s t i t u t i n g p o l i c i e s r a t h e r than the e x p l o i t a t i o n o f a 
n a t u r a l advantage I t i s argued i n t h i s respect t h a t the 
t e x t i l e i n d u s t r y i n Egypt does not y i e l d an economic r e t u r n 
measured i n terms of the s o c i a l o p p o r t u n i t y costs o f i n p u t s . 
Egyptian long-staple c o t t o n i s considered of a superior 
q u a l i t y j and unless i t i s used to produce a h igh q u a l i t y 
output which i s marketable at h i gh i n t e r n a t i o n a l p r i c e s the 
i n d u s t r y concerned w i l l show negative value-added at i n t e r n a -
t i o n a l priceSo 
The above Table reveals also t h a t the f a s t e s t growing 
i n d u s t r i e s were chemicals. The presence o f a wide and expand-
in g domestic market f o r chemicals f a c i l i t a t e d the c r e a t i o n o f 
i m p o r t - s u b s t i t u t i o n i n d u s t r i e s producing f e r t i l i z e r s ( f o r the 
a g r i c u l t u r a l s e c t o r ) , a l c o h o l , detergents, p a i n t s , acids, as 
w e l l as some consumer goods having h i g h i n c o m e - e l a s t i c i t y o f 
demand such as soap and pharmaceuticals• Other branches o f 
i n d u s t r y which expanded markedly d u r i n g the period under 
review were basic metals, e l e c t r i c machinery, and t r a n s p o r t 
equipment . 
I t i s evident t h a t the i m p o r t - s u b s t i t u t i o n s t r a t e g y 
l e f t i t s i m p r i n t on the p a t t e r n o f i n d u s t r i a l growth. The 
change i n the shares o f the various i n d u s t r i e s i n gross value-
added i n d i c a t e s t h a t the i m p o r t - s u b s t i t u t i o n process i s being 
extended through backward l i n k a g e s , from consumer i n d u s t r i e s 
to intermediate i n d u s t r i e s as w e l l as consumer durables. I t 
12/ World Bank, Arab Republic o f Egypt; Economic Management 
i n a Period o f T r a n s i t i o n , V o l . I l l , p. 73 ° 
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can be n o t i c e d t h a t the subordination o f the t a r i f f s t r u c t u r e 
to the i m p o r t - s u b s t i t u t i o n p o l i c y created d i s c r i m i n a t i o n 
against c a p i t a l good i n d u s t r i e s as very l i t t l e o r almost no 
t a r i f f s are applied to them 0 However, the f a c t t h a t 
comprehensive economic planning was introduced i n 1 9 6 0 and 
the p u b l i c sector was responsible f o r the l a r g e r p a r t o f 
i n d u s t r i a l investments could be taken to suggest t h a t the 
emerging p a t t e r n o f i n d u s t r i a l growth r e f l e c t s as w e l l the 
s t a t e planning policy*, I n c i d e n t a l l y , gross f i x e d investment 
i n i n d u s t r y increased from £ 2 9 ° 5 m i l l i o n (or 2 5 per cent of 
t o t a l investments i n the economy) i n 1 9 5 2 / 5 3 to £ 6 7 ° 8 m i l l i o n 
( 3 0 per cent) i n 1 9 6 1 / 6 2 , and £ E 1 1 9 o ? m i l l i o n ( 3 1 per cent) 
i n 1 9 7 2 o During the period 1 9 6 9 " = 7 4 9 the p u b l i c sector 
provided no l e s s than 9 5 per cent o f i n d u s t r i a l investments 
I t i s to be n o t i c e d , however, t h a t the r o l e o f the p u b l i c 
sector i n i n d u s t r y has not been to compete w i t h the p r i v a t e 
sector, but r a t h e r to meet the i n d u s t r i a l growth t a r g e t s which 
the p r i v a t e sector cannot a t t a i n e i t h e r due to the lack o f 
resources or the r i s k s involved» Hence, the p r i v a t e sector 
remained l a r g e l y confined to consumer i n d u s t r i e s , whereas 
the p u b l i c sector dominated the intermediate i n d u s t r i e s 
( i n c l u d i n g i r o n and s t e e l , chemicals, and petrochemicals) 
as w e l l as the machinery and t r a n s p o r t equipment i n d u s t r i e s 0 
To assess the place o f the p u b l i c sector i n i n d u s t r y , i t i s 
u s e f u l to point out t h a t i n 1 9 7 5 i t accounted f o r about 7 6 
per cent o f gross f i x e d investments, 5 9 per cent o f the value-
1 3 / World Bank, Arab Republic o f Egypts Economic Management i n 
a Period o f T r a n s i t i o n V o l 0 Vis S t a t i s t i c a l Appendix, 
pp a 1 1 7 - 1 1 8 . 
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added, 46 per cent of value o f production, 53 per cent o f 
exports, 43 per cent o f labour f o r c e , and 63 per cent o f 
wages paxdo—' 
The i m p o r t - s u b s t i t u t i o n p o l i c y i n Egypt seems to have 
provided excessive p r o t e c t i o n , to the extent t h a t there was 
15/ 
l i t t l e pressure to improve p r o d u c t i v i t y and e f f i c i e n c y o — ^ 
This was aggravated by the government employment p o l i c y a f t e r 
1962, which under the p r e t e x t o f s o c i a l welfare tended to 
increase the number o f redundant workers i n p u b l i c enterprises» 
While i m p o r t - s u b s t i t u t i o n was envisaged as a means to improve 
the balance o f payments p o s i t i o n , the heavy dependence on the 
i m p o r t a t i o n o f c a p i t a l goods and c e r t a i n i n d u s t r i a l inputs 
caused a continuous d r a i n on f o r e i g n exchange holdings„ As a 
r e s u l t , the u t i l i s a t i o n o f productive capacity i n many i n d u s t r i e s 
became d i r e c t l y dependent on the i n f l o w o f c a p i t a l from abroad 0 
There i s a general presumption t h a t despite the expansion 
o f the i n d u s t r i a l sector, there i s a pressing need to a t t a i n 
a more r a t i o n a l d i s t r i b u t i o n o f resources among various i n d u s t r i e s 
a f u l l e r u t i l i s a t i o n o f e x i s t i n g capacity, and a more competitive 
cost and p r i c e s t r u c t u r e s 0 Only a few i n d u s t r i e s are i n t e r n a -
t i o n a l l y competitive<, Two measures can be used to depict the 
e f f i c i e n c y w i t h which resources are usedo One i s the e f f e c t i v e 
rate o f p r o t e c t i o n ( r a t h e r than the nominal rate o f p r o t e c t i o n ) 
which measures the percentage increase i n value-added made 
14/ M i n i s t r y o f I n d u s t r y and Mineral Resources, Public Organi-
s a t i o n f o r I n d u s t r y , Elements o f the I n d u s t r i a l Development 
Strategy i n Arab Republic o f Egypt U n t i l 2000 9 a study presented to the 4th Conference on I n d u s t r i a l Development 
f o r Arab States, Baghdad, December 1976, p c 3 ( i n Arabic)„ 
15/ See Awad, op» c i t o o p. 16. 
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possible by the p r o t e c t i v e s t r u c t u r e . I n other words, i t 
represents the d i f f e r e n c e between value-added at domestic 
and world p r i c e s expressed as a percentage o f value-added 
at e i t h e r one o f the two sets o f p r i c e s 8 The other measure 
f o r d e p i c t i n g the e f f i c i e n c y i n the use o f resources i s the 
d i r e c t domestic resource cost o f production ( i n terms o f 
o p p o r t u n i t y cost or shadow p r i c e ) to save one u n i t o f f o r e i g n 
exchange or to gain one u n i t o f t h a t exchange ( i n terms o f 
value-added generated). By comparing the d i r e c t domestic 
resource cost w i t h the p r e v a i l i n g r a t e o f f o r e i g n exchange, 
i t would be possible to t e s t the e f f i c i e n c y o f investment*, 
I f i t i s equal or less than the r a t e o f f o r e i g n exchanges 
considered, then the investment i s o p t i m a l 0 But i f i t i s 
g r eater i t means t h a t there i s a m i s a l l o c a t i o n of resources 
and i t i s cheaper to import the product i n question r a t h e r 
than produce i t domestically., Using the e f f e c t i v e r a t e o f 
p r o t e c t i o n , Mabro and Radwan suggest t h a t some o f the basic 
consumer good i n d u s t r i e s are h e a v i l y p r o t e c t e d o Tobacco 
and t e x t i l e s top the l i s t , followed by modern consumer 
durables ( i n c l u d i n g e l e c t r i c equipment). They conclude t h a t 
the p a t t e r n conforms broadly to t h a t i n developing countries.• 
The "open-door" p o l i c y purused a c t i v e l y since 1973 seems 
to provide a new s t a r t i n g p o i n t f o r Egyptian i n d u s t r y 0 The 
r a t i o n a l e behind t h i s p o l i c y i s t h a t Egypt i s i n need of 
16/ Mabro and Radwan, op e c i t . o p 9 6 1 0 
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f o r e i g n technology and c a p i t a l to accelerate the process o f 
economic growth and modernisation, and t h i s c a l l s f o r an 
outward-looking economic p o l i c y 0 Law No. 43 on Arab and 
Foreign Investments and the Free Zones A u t h o r i t y provides 
a framework f o r encouraging f o r e i g n investments i n i n d u s t r y , 
e s p e c i a l l y e x p o r t - o r i e n t a t e d projects,, I f established i n the 
free zone areas o f the Suez Canal and Alexandria, the p r o j e c t 
could b e n e f i t from c e r t a i n tax and customs duty exemptions„ 
C a p i t a l invested i n i n l a n d p r o j e c t s should be consistent w i t h 
the s o c i a l and economic o b j e c t i v e s o f the n a t i o n a l development 
plan, and should take the form o f p a r t i c i p a t i o n w i t h p u b l i c 
or p r i v a t e Egyptian c a p i t a l ( w i t h c e r t a i n exceptions) 0 A r t i c l e . 
V I o f the above Law provides e x p l i c i t l y t h a t the assets o f 
p r o j e c t s created under t h i s Law "cannot be seized, blocked, 
confiscated or sequestrated"o 
This t u r n i n p o l i c y seems to coincide w i t h a new phase 
of i n d u s t r i a l development where a more i n t e n s i v e type o f 
growth i s r e q u i r e d o This has to come through increasing 
s p e c i a l i s a t i o n and a more c r i t i c a l s e l e c t i o n o f p r o j e c t s i n 
order to ensure a proper foundation f o r a more s e l f - s u p p o r t i n g 
i n d u s t r i e s which could c o n t r i b u t e i n promoting i n d u s t r i a l 
e x p o r t so I t i s expected t h a t the i n d u s t r i a l sector i n Egypt 
w i l l continue to assume a le a d i n g r o l e u n t i l the year 2000 o 
Most probably, the s t r u c t u r a l composition o f the i n d u s t r i a l 
sector w i l l be conditioned by the desire to encourage the 
i n d u s t r i e s which can ensure an optimal use o f domestic resources, 
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f a c i l i t a t e the t r a n s f e r o f technology, and generate f o r e i g n 
exchange^ There i s a wide scope f o r developing a g r o - i n d u s t r i e s , 
w i t h a view t o a t t a i n a large degree of s e l f - s u f f i c i e n c y i n 
food supply by the end o f the present century* But t h i s 
r e q u i r e s f i r s t a d r a s t i c change i n the composition of a g r i -
c u l t u r a l production, mainly by reducing c o t t o n production i n 
favour o f other crops e The presence o f r e l a t i v e l y large 
deposits of i r o n ore, phosphates and other minerals provides 
a base f o r developing m e t a l l i c and chemical i n d u s t r i e s . 
N a t ural gas i n Abu Madi and Abu Gharadiq f i e l d s can be u t i l i s e d 
t o produce f e r t i l i s e r s and sponge i r o n , 
Syrias Modern i n d u s t r i a l i s a t i o n i n Syria s t a r t e d on a 
s i g n i f i c a n t scale only i n the e a r l y 1950s, mainly through 
p r i v a t e i n i t i a t i v e o The n a t i o n a l i s a t i o n measures i n 1964 
expanded considerably the r o l e o f the p u b l i c sector i n economic 
a c t i v i t y and introduced development planning. Since 1960, 
three f i v e - y e a r economic and s o c i a l development plans were 
implemented, w i t h the f o u r t h c u r r e n t l y being implemented., 
According t o L e g i s l a t i v e Decree No * 103 issued i n 1952, 
i n d u s t r i a l investments by both the p u b l i c and p r i v a t e sectors 
can b e n e f i t from exemptions from customs d u t i e s on machines, 
equipment and raw m a t e r i a l s . Also a l l r e g i s t e r e d i n d u s t r i a l 
e n t e r p r i s e s are exempted from r e a l estate tax f o r a period 
of s i x years, and from income tax f o r 3 years from the 
beginning o f o p e r a t i o n . The state provides land f o r i n d u s t r i a l 
- 247 -
usage at low r e n t a l s f o r periods ranging between f i v e and 
ten y e a r s 9 as w e l l as t r a i n i n g and research f a c i l i t i e s , 
low-cost power, and s o f t long-term loans„ High t a r i f f 
p r o t e c t i o n i s provided f o r i n d u s t r i a l goods produced l o c a l l y , 
and excessive use o f import l i c e n s i n g i s made to enhance t h i s 
protection,, 
I n the 1950s, Syrian i n d u s t r y remained confined to the 
production o f consumer goods based mainly on the processing o f 
domestic a g r i c u l t u r a l crops such as c o t t o n , sugar beet, wheat, 
f r u i t s , and vegetables. Although some d i v e r s i f i c a t i o n took 
place a f t e r 1965 as a r e s u l t o f the involvement of the p u b l i c 
s e c t o r ? i t i s evident t h a t Syrian i n d u s t r y i s dominated by 
small-scale e n t e r p r i s e s producing f o r the domestic market 
simple manufactures, i n c l u d i n g processed food, t e x t i l e s , 
cement, r e f i n e d petroleum, glass, r e f i n e d sugar, vegetable 
o i l ? soap, beer, p l a s t i c items, washing machines and r e f r i -
g e r a t o r s . 
Since 1965 the p u b l i c sector became i n c r e a s i n g l y more 
important than the p r i v a t e sector, whether i n terms o f c a p i t a l 
investment o r value-added and employment. I n 1974 9 cumulative 
i n d u s t r i a l investments by the p u b l i c sector reached £S4084.8 
m i l l i o n (about 80 per cent o f t o t a l i n d u s t r i a l investments) 
w i t h a t o t a l employment o f 76,343 workers and wages of £S359»1 
m i l l i o n . ^ / I n 1970, there were 27 s665 p u b l i c and p r i v a t e 
17/ Syrian Arab Republic, Central Bureau o f S t a t i s t i c s , S t a t i -
s t i c a l Abstract o f 1976, V o l . 29 f 1976, Damascus, pp. 301, 
309 9 and 311. 
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manufacturing establishments employing 129»182 workers. About 
98 per cent o f these establishments employed less than t e n 
workers per establishment. I n d u s t r i a l production was mainly 
concentrated i n food processing and i n t e x t i l e s , c l o t h i n g and 
l e a t h e r i n d u s t r i e s which accounted f o r 37 per cent and 36 per 
cent o f t o t a l p r oduction, r e s p e c t i v e l y . These two production 
l i n e s absorbed about 65 per cent of t o t a l workers, and paid 
18/ 
about 71 per cent o f t o t a l e a r n i n g s . — ' 
A v a i l a b l e data f o r the period 1963-76 i n d i c a t e t h a t the 
average annual growth r a t e i n manufacturing was 7.3 per cent. 
Yet, the share o f t h i s sector i n GDP showed very l i t t l e change, 
remaining i n the neighbourhood o f 15 per cent. Table 6.3 shows 
the dominance o f t r a d i t i o n a l i n d u s t r i e s which include food, 
beverages and tobacco and t e x t i l e s , i n a d d i t i o n to non-metallic 
mineral product i n d u s t r i e s . These i n d u s t r i e s u s u a l l y emerge 
i n the e a r l y stages of i n d u s t r i a l i s a t i o n . I t i s n o t i c e d t h a t 
the gross value-added generated i n food, beverages, tobacco, 
t e x t i l e s , and wearing apparel amounted to 60.7 per cent o f 
t o t a l gross value-added i n 1977, against 73.3 per cent i n 1963. 
I n c o n t r a s t , the share o f some intermediate i n d u s t r i e s increased 
n o t i c e a b l y . Amongst these i n d u s t r i e s were chemicals which 
are expected t o expand f u r t h e r i n the 1980s a f t e r the completion 
of major p r o j e c t s i n f e r t i l i z e r s , r e f i n e d petroleum products, 
and p l a s t i c s . I t i s n o t i c e d also t h a t the share o f f a b r i c a t e d 
18/ IDCAS, S t a t i s t i c s on Small-Scale I n d u s t r y i n the Arab 
Countries, Cairo» December 1977 (mimeo). 
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metal products, machinery and equipment i n t o t a l gross v a l u e -
added increased from 8,1 per cent i n 1963 t o 15»1 per cent i n 
1977, These are mainly durable consumer goods based on 
imported components and p a r t s . 
I t i s o f i n t e r e s t to note that the r a t i o o f consumer 
good imports to t o t a l imports declined from 5<>6 per cent i n 
1961 to 1,6 per cent i n 1973 9 suggesting t h a t i n d u s t r i a l o u t -
put i s geared mainly to the domestic market. Simultaneously, 
the r a t i o o f c a p i t a l good imports increased from 16,7 per cent 
to 23,5 per cent i n 1961 and 1973? r e s p e c t i v e l y , ^ / 
Prom reviewing the p a t t e r n o f i n d u s t r i a l investments 
under the f i v e - y e a r plans, one can n o t i c e t h a t these i n v e s t -
ments were concentrated i n c e r t a i n p r i o r i t y i n d u s t r i e s . During 
1966=77, cumulative c a p i t a l investment i n o v e r a l l manufacturing 
i n d u s t r y t o t a l l e d £S4400,8 m i l l i o n . The two major t r a d i t i o n a l 
i n d u s t r i e s (food manufacturing and t e x t i l e s ) absorbed 32.1 
per cent o f investments, almost i n equal shares. As to 
investments i n new i n d u s t r i e s , the chemical i n d u s t r i e s (mainly 
f e r t i l i z e r s ) absorbed 16,4 per cent, the petroleum r e f i n i n g 
i n d u s t r y 16.7 per cent, and non-metallic m i n e r a l i n d u s t r i e s 
(mainly cement) 15.6 per cent. During the same period the share 
of the p u b l i c sector i n t o t a l investments was 95 per c e n t . ^ / 
19/ IDCASy An Eva l u a t i o n o f I n d u s t r i a l Development i n S y r i a 9 a study presented to the 4th Conference o f I n d u s t r i a l Develop-
ment f o r Arab States, Baghdad, 12-19 December 1976, pp. 5=7» 
( i n A r a b i c ) . 
20/ ECWA-UNIDO, I n d u s t r i a l Development i n S y r i a , op. cit.« 
pp, 148-152. 
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An important f e a t u r e of Syrian i n d u s t r y which i s 
r e c e i v i n g much a t t e n t i o n nowadays i s the r e l a t i v e l y high 
l e v e l o f c a p i t a l - i n t e n s i t y per worker, which i s not consis t e n t 
w i t h the country's f a c t o r endowment and leads to sub-optimal 
use o f f a c t o r s o f pr o d u c t i o n . Between 1962 and 1972, the 
domestic product o r i g i n a t i n g i n the manufacturing sector 
increased by 126 per cent, whereas i n d u s t r i a l employment 
21/ 
increased by only 46 per cent.—=* 
The c o n t r i b u t i o n o f manufacturing i n d u s t r y t o Syrian 
exports i s s t i l l l i m i t e d and d i d not exceed 36 .4 per cent o f 
t o t a l exports i n 1977. The l a r g e r p art o f i n d u s t r i a l exports 
(about 80 per cent) comprises t e x t i l e s , wearing apparel, l e a t h e r 
products, food, beverages and tobacco. During 1973-77 there 
was some change i n the s t r u c t u r e o f i n d u s t r i a l exports. I n 
1977» t e x t i l e exports increased to 63 .4 per cent of t o t a l 
exports (against 40 .5 per cent i n 1973 ) , whereas the food, 
beverage and tobacco exports declined to 12 .4 per cent (against 
41 .4 per c e n t ) . However, i n 1977 only 20 per cent o f Syria's 
i n d u s t r i a l output was exported. But t h i s r a t i o v a r i e d markedly 
from one l i n e o f production to another, w i t h t e x t i l e s a t the 
top (40 per c e n t ) , f o l l o w e d by f a b r i c a t e d metal products and 
machinery (20 per c e n t ) , and then chemicals, petroleum products 
and p l a s t i c s (12 per c e n t ) . 
21/ Op. c i t . 9 p. 16o 
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Many problems beset the i n d u s t r i a l development o f Syria» 
Amongst these problems are the smallness of the domestic market 
and the presence o f excess capacity due t o uneconomical p l a n t 
s i z e s o According to a study prepared by LDCAS i n 1969, 
e f f i c i e n c y i n Syrian i n d u s t r y v a r i e s s i g n i f i c a n t l y from one 
p l a n t to another, and a l l i n d u s t r i a l branches were reported to 
have been operating below capacity f o r some t i m e c Many reasons 
have been c i t e d , i n c l u d i n g stoppages r e s u l t i n g from l a c k of 
proper maintenance and use o f machines from d i f f e r e n t c o untries 
and o f d i f f e r e n t model years? frequent i n t e r r u p t i o n s i n e l e c t r i c 
power supply, and shortage o f s k i l l e d labour and s p e c i a l i s e d 
t e c h n i c i a n s £ ^ 
There has been more r e c o g n i t i o n r e c e n t l y o f the need 
to r e a c t i v a t e the p r i v a t e sector f o r p a r t i c i p a t i o n i n develop-
mento This i s conceived mainly through the c r e a t i o n o f 
i n d u s t r i a l free zones i n various p a r t s o f the country, p a r t i -
c u l a r l y on the Jordanian f r o n t i e r , , These free zones are 
managed by the General Organisation o f Free Zones which was 
set up i n 1971 9 and they are designed t o promote e x p o r t -
o r i e n t a t e d i n d u s t r i e s which b e n e f i t from cheap labour and the 
a v a i l a b i l i t y o f c e r t a i n m a t e r i a l s . By g i v i n g generous tax 
exemptions they are meant also to a t t r a c t f o r e i g n and Arab 
p r i v a t e investments„ 
There i s a c l e a r tendency to introduce new production 
l i n e s and increase capacity i n c e r t a i n e x i s t i n g i n d u s t r i e s i n 
22/ See LDCAS, I n d u s t r y Survey o f Sy r i a 1969. Cairo, 1970, 
( i n Arabic)„ 
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Syriao The c u r r e n t f i v e - y e a r development plan (1975=80) 
provides f o r the implementation o f a number o f p r o j e c t s which 
would broaden the i n d u s t r i a l base and strengthen r e l a t e d 
i n f r a s t r u c t u r e o Analysis o f the investment programme under 
the above plan shows t h a t there i s emphasis on chemical and 
engineering i n d u s t r i e s . F e r t i l i z e r production i s expected 
to increase considerably i n order to s a t i s f y a l a r g e r degree 
of l o c a l demand f o r a g r i c u l t u r e . An ammonia=urea f e r t i l i z e r 
p l a n t s w i t h a c a p a c i t y t o produce 300,000 tonnes o f ammonia 
and 315sOOO tonnes o f urea f e r t i l i z e r annually, i s being 
constructed i n Horns f o r a t o t a l cost o f £S 1000 m i l l i o n . Also 
a triple-superphosphate plant i n Horns i s being expanded t o 
increase i t s p r o d u c t i o n capacity to 450,000 tonnes annually. 
The plan provides f o r the c r e a t i o n o f new i n d u s t r i e s f o r 
paper, footwear, t y r e s , e l e c t r i c b ulbs, e l e c t r i c cables, 
b a t t e r i e s , as w e l l as cement p l a n t s i n Tartous and other 
centres i n the country. 
Jordani A f r e e e n t e r p r i s e p o l i c y has always been 
pursued i n Jordan. Government i n t e r v e n t i o n only occured when 
i t was found necessary to induce p r i v a t e investments. However 
the Jordanian Government followed appropriate p o l i c i e s f o r 
promoting i n d u s t r i a l development. The main p o l i c y instruments 
are t a r i f f s Q Duties range from zero t o 90 per cento I n 
general, d u t i e s on c a p i t a l goods are zero and on raw m a t e r i a l s 
and spare parts range between zero and 15 per cent. 
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I t i s observed t h a t manufacturing i n Jordan i s confined 
l a r g e l y t o products i n which there i s some advantage w i t h 
respect to t r a n s p o r t a t i o n (as the case i s w i t h cement), the 
supply and processing o f raw m a t e r i a l s (phosphates, petroleums 
l e a t h e r , and food processing) or some form of p r o t e c t i o n 
( c i g a r e t t e s , p l a s t i c s , and beer)o Despite the f a c t t h a t most 
i n d u s t r i e s were o r i g i n a l l y planned t o supply the domestic 
market, there has been some success i n e x p o r t i n g to the 
neighbouring countrieso The items exported include c i g a r e t t e s , 
l i q u i d b a t t e r i e s , t e x t i l e s , sole and upper l e a t h e r , paper, 
cement and medical and pharmaceutical products. 
The t y p i c a l manufacturing u n i t i n Jordan i s s m a l l 0 I n 
1 9 7 4 , there were 7 , 3 8 9 manufacturing establishments employing 
2 3 s 1 9 9 workers w i t h t o t a l wages amounting to JD 2 3 o 2 m i l l i o n . 
Of these establishments 9 3 o O per cent employed from 1 t o 4 
workers each. The remaining 7 per cent o f the t o t a l number o f 
establishments were responsible f o r 8 0 per cent o f t o t a l 
i n d u s t r i a l p r o d u c t i o n , 8 8 per cent o f t o t a l value-added, and 
5 3 per cent o f t o t a l i n d u s t r i a l labour. These establishments 
include the major f i r m s producing r e f i n e d o i l , cement, vegetable 
o i l , t e x t i l e s , and c i g a r e t t e s 
An IDCAS study shows t h a t consumer i n d u s t r i e s i n Jordan 
c o n t r i b u t e d 6 7 per cent o f t o t a l i n d u s t r i a l production and 5 5 
per cent o f t o t a l value-added i n 1 9 6 0 0 But these r a t i o s d eclined 
2 3 / IDCAS9 S t a t i s t i c s on Small-Scale I n d u s t r y i n the Arab CountrieSo op e c i t . ; , pp. 5 - 6 < , 
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i n 1 9 7 4 t o 4 6 and 3 8 per cent, respectively., This was due t o 
the increase i n the share o f intermediate i n d u s t r i e s i n o v e r a l l 
i n d u s t r i a l production from 6 t o 2 7 per cent and i n value-added 
from 4 t o 2 9 per cent, as a r e s u l t o f the expansion o f cement 
and r e f i n e d petroleum., However, the i n d u s t r i a l s t r u c t u r e 
a f f e c t e d the composition o f Jordanian imports. The share o f 
consumer good imports (excluding food) decreased from 2 2 . 2 per 
cent i n 1 9 6 4 to 1 5 o 3 per cent i n 1 9 7 4 o On the other hand, the 
imports o f c a p i t a l goods increased from 2 1 0 1 per cent t o 2 4 . 8 
per cent, r e s p e c t i v e l y o The imports o f intermediate goods 
averaged 2 4 per cent during 1 9 6 4 = 7 4 , due t o the heavy dependence 
of the i m p o r t - s u b s t i t u t i o n i n d u s t r i e s on imported i n p u t s . ^ / 
The present Development Plan o f Jordan ( 1 9 7 6 - 8 0 ) 
continues the emphasis on manufacturing and mining i n d u s t r y . 
I t i s expected t h a t i n 1 9 8 0 income from t h i s s ector w i l l be 
JD 1 4 4 m i l l i o n , an increase o f 2 6 . 2 per cent over 1 9 7 5 o With 
respect t o manufacturing, the Plan envisages the establishment 
of new processing i n d u s t r i e s and the expansion o f e x i s t i n g 
ones w i t h a view t o producing i m p o r t - s u b s t i t u t i o n consumer and 
intermediate goods as w e l l as e x p o r t - o r i e n t a t e d goods. By t h i s 
the Plan aims at achieving a g r e a t e r degree o f i n t e g r a t i o n and 
i n t e r a c t i o n among l o c a l i n d u s t r i e s and between the i n d u s t r i a l 
sector and other s e c t o r s . The Plan c a l l s s p e c i f i c a l l y f o r the 
achievement of 
2 4 / IDCAS, An Ev a l u a t i o n o f I n d u s t r i a l Development i n Jordan 0 a study presented t o the 4 ^ h Conference on I n d u s t r i a l 
Development f o r Arab S t a t e s 9 December 1 9 7 6 , pp. 6 and 1 1 ( i n A r a b i c ) . 
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" o o o a higher degree of Arab i n d u s t r i a l 
coordination through cooperation with 
other Arab countries and conforming with 
t h e i r long-term strategies of i n d u s t r i a l 
de ve lo pme nt 0" 25/ 
While the Jordanian Government w i l l maintain i t s free 
enterprise policy and act to induce through various policy 
instruments private investments domestically and from abroad, 
i t w i l l participate i n a number of major i n d u s t r i a l projects., 
Amongst these projects i s the Jordan F e r t i l i z e r Company which 
has a c a p i t a l of JD 20 m i l l i o n , of which 26 per cent i s to 
be subscribed by the Government0 This Company w i l l construct 
u n i t s f o r the production of sulphuric acid (3200 tonnes per 
day), phosphoric acid (1100 tonnes per day), and f e r t i l i z e r 
of the triple-superphosphate, and mono- and di=ammonium 
phosphate types (2000 tonnes per day)o The bulk of production 
w i l l be exportedo 
In Jordan where only minor r e s t r i c t i o n s are imposed on 
the movement of capitals, the Encouragement of Investment Law 
of 1972 provides f o r f u l l exemption of net p r o f i t s of approved 
projects from income taxes and social services taxes f o r six 
years, as we l l as exemption from taxes on building and loans 
f o r f i v e years and from customs duties on c a p i t a l equipmento 
I t i s expected that a larger part of development financing w i l l 
be provided externallyo Both foreign and Arab c a p i t a l are 
permitted to be invested i n approved projects, and then they are 
23/ The Hashemite Kingdom of Jordan, National Planning Council, 
The Five-Year Plan 1976-800 p 0 172 D 
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accorded the same treatment as l o c a l capital«—' 
Lebanon; Due to the impact of the present war i n 
Lebanon on the i n d u s t r i a l sector and the economy i n general, 
i t i s rather d i f f i c u l t to make a proper assessment of the present 
status of the manufacturing sectoro However, i t i s important 
to note the experience of Lebanon i n manufacturing, since i t 
evolved as an outward-looking one and has been able to compete 
i n the largely unprotected domestic market and i n the Gulf 
marketso 
T a r i f f protection and import control have been used 
as major instruments f o r promoting investment i n Lebanon., 
But the t a r i f f protection has been c h a r a c t e r i s t i c a l l y modesto 
Liber a l tax incentives were also given to promote investment 
and to encourage reinvestment of p r o f i t s 0 I n the absence of 
r e s t r i c t i o n s on the transfer and r e p a t r i a t i o n of foreign 
c a p i t a l or the remittance of p r o f i t s , new i n d u s t r i a l enter-
prises are exempted from income tax f o r a period of six years 
provided that they aim at producing new commodities and 
materials, that the value of the assets of the enterprise i s 
not less than one m i l l i o n Lebanese pounds, and that the t o t a l 
salaries paid by the enterprise to i t s employees and workers 
operating i n Lebanon are not less than 2 0 0 , 0 0 0 Lebanese pounds 
annually 
2 6 / Law Noo 53 of 1972 f o r the Encouragement of Investment, 
published i n the Jordanian O f f i c i a l Gazette 0 No0 2 3 8 6 , 
16 October 1 9 7 2 „ 
2 J / Legislative Decree No0 3 0 1 8 , dated 25 March 1 9 7 2 0 See Beirut Chamber of Commerce and Industry, Lebanese I n d u s t r i a l Laws 
and Decrees 0 Beirut, no date D 
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I n the absence of readily exploitable mineral resources, 
Lebanese manufacturing industry concentrates mainly on l i g h t 
i n d u s t r i a l goods such as food, t e x t i l e s , cotton and wool 
f a b r i c s , leather goods, cigarettes, pharmaceuticals, and paper 
productso Some assembly plants under foreign licence were 
established p r i o r to the present war to make r e f r i g e r a t o r s , 
conditioning u n i t s and household applianceS o Lebanon has two 
cement f a c t o r i e s , and two o i l re f i n e r i e s „ In 1 9 7 0 , the c o n t r i -
bution of the major i n d u s t r i a l branches to value-added were 8 
food, beverages and tobacco ( 2 7 o 8 per cent), t e x t i l e s ( 2 0 o 2 
per cent), non-metallic mineral products ( 1 3 o l per cent) and 
fabricated metals ( 1 0 per cent). But measured i n terms of 
employment, the share of t e x t i l e s was the highest ( 3 6 0 7 per 
cent) followed by food, beverages and tobacco ( 1 5 o l per cent), 
wood and fu r n i t u r e ( 1 6 » 9 per cent), and non-metallic mineral 
products ( 1 0 o 6 per cent) 
According to the l a t e s t i n d u s t r i a l census, there were 
i n 1 9 6 8 , 6 3 4 9 manufacturing establishments employing 6 4 , 9 5 0 
workers and having a t o t a l c a p i t a l investment of £L I d 
m i l l i o n 0 ^ 2 / Th e largest single branch of manufacturing was 
food processing which comprised 2 3 1 9 units employing 1 1 , 5 1 3 
workers and having investments i n the order of £L 1 5 5 million,, 
However, most industries have contributed a great deal toward 
export, but t h e i r p a r t i c i p a t i o n i n s u b s t i t u t i n g f o r imports 
did not develop w e l l enough except f o r food products* 
2 8 / ECWA/UDTIDO Industry Division, An I n d u s t r i a l i z a t i o n Policy 
and Strategy f o r Lebanon,, 1 June 1 9 7 8 , Beirut, p<> 5 o 
2 9 / Lebanese Republic, Ministry of National Economy, I n d u s t r i a l 
Census of 1 9 6 8 0 Beiruto 
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Despite i t s l i m i t e d physical p o t e n t i a l i t i e s , Lebanon 
i s considered generously endowed with human s k i l l s and through 
t h i s i t i s playing a leading role i n the economic development 
of the entire Arab region,. I t i s reckoned now that the 
prospects of the Lebanese industry a f t e r a f i n a l settlement 
of the p o l i t i c a l issues i s made? depends much on the a b i l i t y 
to a t t r a c t back the Lebanese s k i l l s which have emigrated during 
the c i v i l war (estimated at about 75?OO0 s k i l l e d and semi-
s k i l l e d workers) as w e l l as i n v i t i n g foreign c a p i t a l to p a r t i -
cipate i n the reconstruction task l y i n g aheade Already the 
Lebanese Government i s considering an i n d u s t r i a l promotion 
programme which aims at allowing the creation of industries 
without p r i o r l i c e n s i n g ? promoting i n d u s t r i a l exports 9 and 
providing t a r i f f protection f o r some industries and f o r certain 
periods of time® However,, i t seems that t h i s programme, 
i f adopted ? would revive the old time c o n f l i c t between merchants 
and i n d u s t r i a l i s t s , as the former have always been i n s i s t i n g 
on minimum intervention i n the freedom of trade« What i s 
more important i s that i n d u s t r i a l development and i t s finance 
would remain i n the hands of the private sector^ with the role 
of the government r e s t r i c t e d to the carrying out of some 
important c a p i t a l projects to provide a more modern and 
in d u s t r i a l l y ^ o r i e n t e d infrastructure« 
Iraq I I n d u s t r i a l investment has been largely under-
taken by the public sector 9 especially a f t e r the nat i o n a l i s a t i o n 
measures which took place i n 1964 under Law No® 99 and which 
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affected 77 large i n d u s t r i a l projectSo The share of the 
public sector i n i n d u s t r i a l investments increased from 51«1 
per cent of t o t a l during the period 1961=64 to 57=3 per cent 
during 1965=69• U n t i l 1954 t h i s r a t i o did not exceed 2o5 
per cento*^/ According to the I n d u s t r i a l Census of 1971, 
there were 31,234 private and public manufacturing establishments 
i n Iraq employing 128,925 workers with t o t a l wages of KD 42 01 
milliono Of these establishments 9508 per cent employed less 
than ten workers eacku The value of production of a l l manu-
facturi n g establishments amounted to ID 2 6 9 0 6 m i l l i o n , of which 
about two-thirds was produced by the public sectoro The 
value-added of a l l manufacturing establishments amounted to 
ID 103 08 m i l l i o n , and was produced almost equally by the 
private and public sectorso 
The most important two branches of industry are the 
food, beverages and tobacco, and the t e x t i l e and wearing apparel 
IndustrieSo In 1971, these industries alone produced about 
55 per cent of t o t a l value of manufacturing production and 46 
per cent of t o t a l value-addedo Other manufacturing industries, 
including chemicals, non-metallic and processed metallic 
products, paper and wood products, and repairs, accounted f o r 
the remaining parts of the t o t a l value of production and t o t a l 
value-addedo Except f o r the chemicals and chemical products 
industry where the public sector's p a r t i c i p a t i o n i n petroleum 
r e f i n i n g i s predominant, the private sector i s active i n a l l 
branches 0 
3 0 / Republic of I r a q , Ministry of Industry and Minerals, I n d u s t r i a l 
Development Strategy i n I r a q 9 a study presented to the 4th Conference on I n d u s t r i a l Development f o r Arab States, 1976, 
p 0 1 3 ( i n Arabic). 
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The emphasis i n Iraq has been on import-substitution 
industries including s p e c i f i c a l l y t e x t i l e s and wearing apparel, 
cotton ginning, spinning and weaving cotton and wool, tanning, 
footwear, construction materials, and paper and paper products» 
As a result of the growth of such industries, the r a t i o of 
consumer good imports (excluding food) to t o t a l imports 
declined from 2 2 08 per cent i n 1 9 5 9 to 1 2 <>3 per cent i n 1 9 7 1 o 
I n contrast, the imports of intermediate goods increased from 
7 o l to 1 2 0 6 per cent, and the imports of c a p i t a l goods from 
3 0 0 1 to 3 8 o 3 per cent, i n 1 9 5 9 and 1 9 7 1 respectively 0 In t h i s 
respect, i t i s noticed that i n 1 9 7 0 consumer good industries 
accounted f o r 7 2 « 5 per cent of the t o t a l value of manufacturing 
output and 61<>9 per cent of t o t a l value-added 
One of the major problems facing I n d u s t r i a l i s a t i o n 
e f f o r t s i n Iraq i s the lack of technical and managerial skills<, 
This problem i s aggravating as a res u l t of the extensive 
investments made i n the i n d u s t r i a l sector since 1973, as w e l l 
as the l i m i t e d success of government policy to a t t r a c t I r a q i 
s k i l l s residing abroad„ Another problem i s the existence of 
a considerable degree of u n d e r - u t i l i s a t i o n of capacity i n many 
of the manufacturing i n d u s t r i e s 0 I n 1969s only some branches 
of the food industry, leather tanning and petroleum r e f i n i n g 
industries were operating at rates about 80 per cent of maximum 
capacityo Other industries were operating at lower rates 
ranging between 50 and 80 per cent, and i n a few cases t h i s 
31/ IDCAS, An Evaluation of I n d u s t r i a l Development i n I r a q 0 a study presented to the 4th Conference on I n d u s t r i a l 
Development f o r Arab States, December 1976, pp 0 7=8 ( i n Arabic)„ 
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rate went as low as 10 per cent or l e s s ' o ^ 
The term "explosive development" has been coined to 
designate the massive development e f f o r t s i n Iraq following 
the rapid increase i n o i l prices. The theme i s to i n d u s t r i a l i s e 
the country as rap i d l y as possible, with a view to exploit 
domestic natural resources e I t i s envisaged i n the current 
economic development plan (1976-80) that the i n d u s t r i a l sector 
w i l l receive about 40 per cent of t o t a l a l l o c a t i o n s . A wide 
range of projects based on gas and o i l are presently under 
implementation 0 Among these projects, there are the export 
r e f i n e r y i n Khor al-Zubair (soutwest of Basra) which w i l l have 
a capacity of 15 m i l l i o n tonnes per annum, and the expansion 
of the Basra o i l r e f i n e r y which w i l l produce 4 m i l l i o n tonnes 
as of 1979o A l i q u e f i e d petroleum gas (LPG) plant i s being 
b u i l t i n Rumaila with a capacity of 3 o 3 m i l l i o n tonnes per 
annum, and the f i r s t stage of a gas-gathering system with a 
capacity of 0.2 m i l l i o n LPG i s also being b u i l t i n Kirkuko 
Several petrochemical plants are being constructed f o r the 
production of urea, nitrogenous f e r t i l i z e r (mainly for export), 
polyethylene, po l y v i n y l chloride, and caustic soda. A plant 
f o r the production of phosphoric acid, sulphuric acid, and 
phosphate-based f e r t i l i z e r (mainly f o r export) i s expected to 
be completed by 1980, Steelworks (to export about 1..5 m i l l i o n 
3 2 / These include manufacturing units f o r the production of 
tyres (10 per cent), a r t i f i c i a l sponge (8 per cent), sodium 
hydrochloride (4 per cent), and bicycles (assembly) ( 3 per 
cent). See IDCASS I n d u s t r i a l Survey of I r a q 0 19690 Cairo 1970 ( i n Arabic). 
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tonnes per annum) and an aluminium plant are to be completed 
by the end of the development piano A l i g h t engineering complex 
i n Baquba i s under constructions, and w i l l manufacture washing 
machines, e l e c t r i c irons, fans, sparking-plugs and locks 0 A 
vehicle assembly and manufacturing complex i s being also 
constructed i n Suwairao 
I t remains to be seen, however, to what extent these 
projects when completed can be operated e f f i c i e n t l y , , According 
to o f f i c i a l sources the emphasis on large<=scale projects i n 
recent years caused i n 1975 i n d u s t r i a l establishments to run 
a d e f i c i t of about ID 120 m i l l i o n , mainly as a r e s u l t of them 
3 3 / 
operating at 30 per cent below capacityo-^ 
Saudi Arabiag As i n other o i l producing countries 
(excluding I r a q ) , modern manufacturing a c t i v i t y i n Saudi Arabia 
i s s t i l l i n i t s infancy,, But i n recent years there has been 
rapid development as a re s u l t of the government policy to 
promote i n d u s t r i a l development as a means of d i v e r s i f y i n g the 
economic structure» The government offers special incentives 
to i n d u s t r i a l firms, including income tax and import duty 
exemptionso I t has established the I n d u s t r i a l Studies and 
Development Centre as an agency to prepare f e a s i b i l i t y studies 
and help prospective investors 0 Well-equipped i n d u s t r i a l 
estates have also been created i n Jeddah, Riyadh and Dammam0 
3 3 / A statement made by the I r a q i Minister of Industry and 
Minerals, see Middle East Economic Digests Special Report 
on Ir a q , 3 June 1977, p<> v„ 
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I n March 1 9 7 4 , the Saudi I n d u s t r i a l Development Fund was 
established with the purpose of expanding and d i v e r s i f y i n g 
i n d u s t r i a l development w i t h i n the private sector. By January 
1 9 7 7 ? the Fund approved loans t o t a l l i n g SRls 4 o 2 b i l l i o n to 
2 0 9 p r o j e c t s e E l e c t r i c i t y projects received about 6 4 per cent 
of t o t a l loans 9 followed by building materials p r o j e c t s e ^ 4 / 
A s t r i k i n g feature of the i n d u s t r i a l scene i n Saudi 
Arabia and other oil-producing countries i s the increased 
d i r e c t involvement of the public sector i n i n d u s t r i a l a c t i v i t y , 
though the extent and type of t h i s involvement varies from 
one country to another,. Whereas the role of the public sector 
i n industry i n Egypt, Syria and Iraq i s dictated by the 
s o c i a l i s t - o r i e n t a t e d policies followed a f t e r the n a t i o n a l i s a t i o n 
measures9 i t i s dictated i n the other countries by the need 
to support and supplement private i n i t i a t i v e especially when 
i t comes to large projects requiring sizeable capitalo Saudi 
Arabia presents a case i n pointo The Government policy has 
been 
" o e » to establish, i n collaboration with 
foreign and domestic enterprise, a complex 
of export-oriented heavy industries based 
on hydrocarbons and minerals with a view 
to e x p l o i t i n g the country's p o t e n t i a l 
comparative advantage i n t h i s f i e l d , and 
on the other hand, to provide incentives 
and external economies to the private 
sector to establish a number of industries 
supplying the basic consumer and development 
needs of the economy thus reducing the 
country's dependence on importso M 3 J > / 
3 4 / This Fund was established under Royal Decree NoQ 3 2 5 o 
2 5 / Saudi Arabian Monetary Agency9 Annual Report 1 3 9 7 ( 1 9 7 7 ) , Riyadh, p* 6 5 o 
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I n 1962, the Saudi Government established the General Petroleum 
and Mineral Organisation (PETROMIN) to develop o i l and closely 
related mineral industries, both independently and i n c o l l a -
boration with private enterprise 0 Already PETROMIN has taken 
the i n i t i a t i v e of establishing a large number of enterprises, 
including o i l r e f i n e r i e s , petrochemical fa c t o r i e s and a steel 
r o l l i n g m i l l i n Jeddaku 
The task of establishing basic industries was trans-
ferred i n 1975 to the Ministry of Industry and E l e c t r i c i t y , 
which i n turn established i n 1976 the Saudi Basic Industries 
Corporation (SABIC) to be responsible mainly f o r establishing 
the hydrocarbon and mineral-based industries of the Second 
Development Plan (1975-80)„ The i n i t i a l c a p i t a l of t h i s 
Corporation i s SRls 10 b i l l i o n , of which 75 per cent would be 
sold to the public by the end of 19820 Already SABIC has 
gone some way i n the implementation of a number of petro-
chemical complexes and a steel r o l l i n g m i l l i n the two r i s i n g 
i n d u s t r i a l centres at Yanbu and Jubailo 
O i l r e f i n i n g dominates other manufacturing a c t i v i t y s 
Despite some improvement i n non-oil manufacturing, i t s t i l l 
e x h i b i ts many of the characteristics of a non-industrial 
s e t t i n g o Obviously, Saudi Arabia has a natural advantage i n 
the chemical and chemical product industrieso These industries 
are l i k e l y to generate high returns to labour and c a p i t a l 
employed and a t t a i n a high export potentialo I n 1974, these 
- 2 6 6 -
industries accounted f o r 3 4 ° 2 per cent of the t o t a l gross 
value-added of the non-oil manufacturing sector (against 3 o 6 
per cent i n 1 9 6 8 ) The larger part of these industries 
belongs to the public sector, while private p a r t i c i p a t i o n i s 
very limitedo Most prominant among these industries i s 
f e r t i l i z e r s which i s l i m i t e d at present to the Saudi Arabia 
F e r t i l i z e r Company (SAFCO) ammonia/urea complex at Dammam0 
Other industries i n t h i s sector are pl a s t i c products, detergents, 
and paints and soap0 Next i n importance to these industries 
i s the non-metallic mineral product industries which generated 
i n 1 9 7 4 about 2 7 ° 2 per cent of gross value-added of the non-
o i l manufacturing sector (against 2 3 0 8 per cent i n 1 9 6 8 ) , and 
the most prominent of which are cement and gypsum,, In the 
same year, the share of other branches i n gross value-added was 
as follows? fabricated metals, machinery and equipment 1 3 d 
per cent (against 1 9 ° 4 per cent i n 1 9 6 8 ) , food, beverages, and 
tobacco 9 o 6 per cent (against 2 2 o 7 per cent), paper, paper 
products, p r i n t i n g and publishing 7 o 6 per cent (against 4 « 7 
per cent), and basic metal industries 1 0 3 per cent (against 
6 d per cent)o 
I t seems that at the present stage the factors l i m i t i n g 
i n d u s t r i a l development i n Saudi Arabia relate mostly to 
r i g i d i t i e s on the supply side Q Despite the sizeable supply 
of c a p i t a l and foreign exchange, the country i s extremely 
3 6 / ECWA, Survey of Economic and Social Developments i n the 
ECWA Region, op 0 c i t o o p 0 1 4 3 ° 
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d e f i c i e n t i n the supply of labour at a l l levels„ I t i s not 
possible to enhance the c a p i t a l absorptive capacity before 
transforming a considerable part of the available f i n a n c i a l 
resources into human and physical capitalo Although some 
import-substitution i n d u s t r i a l i s a t i o n w i l l continue to generate 
growth w i t h i n the economy, s t r u c t u r a l transformation w i t h i n 
the economy i s not l i k e l y to take place without developing 
supply-oriented petrochemical industries which can generate 
high returns to labour and c a p i t a l utilised<> 
Evaluation of I n d u s t r i a l Patterns 
The foregoing b r i e f analysis of the i n d u s t r i a l structure 
i n selected Arab countries suggests some basic characteristics 
of the i n d u s t r i a l sector, which could be generalised to other 
Arab and developing countries emphasising import-substitution 
i n d u s t r i a l i s a t i o n o I n the following paragraphs these chara-
c t e r i s t i c s w i l l be exposed, with a view to predict future 
prospects f o r i n d u s t r i a l i s a t i o n i n the Arab region as a whole 0 
F i r s t l y , most of the growth experienced i n the manu-
fac t u r i n g sector i n the Arab countries has been based on 
consumer non-durable i n d u s t r i e s 0 Although these industries 
declined i n r e l a t i v e importance i n recent years i n the more 
in d u s t r i a l i s e d Arab countries ( i 0 e 0 Egypt, Syria, Iraq, and 
Jordan), due to the emergence of consumer durable and of 
- 2 6 8 -
intermediate industries, they remained responsible f o r the 
larger part of manufacturing activity,. However, i n these 
countries the expansion i n intermediate industries was mainly 
due to the expansion i n the o i l r e f i n i n g capacity.. As could 
be discerned from Table 6 0 1 9 there has been some expansion i n 
consumer industries i n the oil-producing countries and Democratic 
Yemen, but the manufacturing sector i s s t i l l based on i n t e r -
mediate industries, mainly o i l r e f i n i n g and petrochemicalso 
Secondly, the bias f o r consumer industries which was 
induced by the import-substitution approach did not help to 
develop an integrated i n d u s t r i a l sector, i n terms of both i t s 
c a p a b i l i t y to meet increasingly the demand f o r manufactured 
goods by the other sectors of the economy and i t s reliance on 
l o c a l l y produced rather than imported supplies of intermediate 
and c a p i t a l goods* Table 6 o 4 indicates clearly that the 
larger part of domestic consumption of intermediate and c a p i t a l 
goods i s s a t i s f i e d by imports, suggesting that the next phase 
i n import-substitution should focus on such goodso 
Thirdly, the consumer industries i n the Arab countries 
display a market overlapping, especially with respect to food 
processing, t e x t i l e s , pharmaceuticals, paper and paper products, 
and leather productso This does not only r e s t r i c t the scope 
f o r intra-regional trade exchange when production surpluses are 
realised, but also deprives the countries concerned from 
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Table 6.4 indicates that only a very small percentage of t o t a l 
manufacturing output i s exported. 
Fourthly, the excessive use of t a r i f f protection and 
quantitative r e s t r i c t i o n s i n some cases have encouraged the 
establishment of new i n d u s t r i a l plants with comparatively high 
cost structures. Although these plants could contribute to 
income and employment, they are apt to have an adverse e f f e c t 
on the l e v e l of welfare of consumers by reducing consumer's 
surplus. But i n developing countries there i s a general 
tendency to give more weight to i n d u s t r i a l growth than to 
37/ 
the increase i n t o t a l income.—L Moreover, behind the 
protective wall there has been a marked p r o l i f e r t a t i o n of 
small-sized plants using simple and sometime outmoded techno-
logies. This has minimised the contribution of industry i n 
forming a reasonably trained labour force with varying levels 
of s k i l l s and q u a l i f i c a t i o n s , which i s a basic requisite f o r 
the technological transformation of other sectors and sub-
sequently modernising the whole economy. On the whole, 
i n d u s t r i a l i s a t i o n has the p o t e n t i a l to narrow the gaps i n 
pro d u c t i v i t y among sectors and regions. But i n many develop-
ing countries the gul f between the modern and the t r a d i t i o n a l 
sectors i s great and unless an intermediate technology i s 
found the spreading of technical know-how would be l i m i t e d . 
37/ For example, see F„ Andic, S. Andic, and D. Dosser, 
A Theory of Economic Integration f o r Developing Countries 
(London: Allen & Unwin, 1971), pp. 17-18. 
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F i f t h l y , the presence of a protective w a l l , howeverr. 
has contributed i n keeping i n d u s t r i a l returns at a high levels 
Accordingly, i n d u s t r i a l wages tended to remain also h i g h 9 
whatever the employment s i t u a t i o n was»2^/ But i t can be 
observed i n the case of the non-oil Arab countries that high 
incomes, though they have enlarged the domestic market, have 
nevertheless not provided an additional supply of c a p i t a l f o r 
financing new i n d u s t r i a l investments 0 This can be explained 
by the lack of the proper i n s t i t u t i o n s f o r channelling savings 
on the one hand, and the spread of new consumption patterns on 
the othere 
S i x t h l y , i t seems that the i n d u s t r i a l sector i n the 
Arab countries has not been absorbing labour at a satisfactory-
rate e Although i n d u s t r i a l employment started from a small 
base, i t s rate of growth lagged considerably behind that of 
i n d u s t r i a l production. I t i s reckoned that only a small part 
of the low labour absorption i s due to the natural increase i n 
labour efficiency,, The larger part could be related to both 
the expansion of capacity by the adoption of r e l a t i v e l y 
capital-intensive techniques of production as well as the 
modernisation of old capacity i n a more capital-intensive waye 
Without doubt the " c a p i t a l deepening" i n the i n d u s t r i a l sector 
has been induced by the cascaded structure of t a r i f f rates 
which favours the importation of c a p i t a l goods and machinery e 
Moreover, the d r i f t towards capital-intensive and labour-saving 
38/ On t h i s point, see L i t t l e ( e t e a l e ) , op» c i t . , , p, 81-82e 
- 2 7 2 -
techniques o f production i n the context o f developing countries 
i s u s u a l l y r e l a t e d t o the l i m i t e d choice o f technology,, 5?he 
coun t r i e s have t o r e l y mainly on imported modern technology 
which i s both d e l i b e r a t e l y and i n n a t e l y determined by the 
requirements and f a c t o r endowment o f i n d u s t r i a l i s e d c o u n t r i e s , 
and 9 i n p a r t i c u l a r , 
" i t i s shaped by the underlying assumption 
t h a t c a p i t a l i s abundant, t h a t labor i s 
r e l a t i v e l y scarce, and t h a t wage r a t e s are 
correspondingly higho" 32/ 
Using the most-labour-intensive method i n i n d u s t r i a l i s e d 
c o u n t r i e s would, t h e r e f o r e , mean a s a c r i f i c e i n labour 
p r o d u c t i v i t y o But i n the case of the developing c o u n t r i e s , 
the argument i s t h a t 
" o o o given c a p i t a l as the scarce f a c t o r 0<>0 the problem i s not t o save the use of i t i n 
the production process, but r a t h e r t o maxi-
mise the output which can be gotten from i t o " 4 0 / 
Seventhly, i t seems t h a t the process of import-
s u b s t i t u t i o n i n the Arab countries d i d not help much t o ease 
the balance o f payments d i f f i c u l t i e s , since most i n d u s t r i e s 
by depending h e a v i l y on imported i n p u t s tended t o strengthen 
the e x t e r n a l l i n k a g e s 0 I n many cases the dependence on the 
outside world increased both t o maintain e x i s t i n g and t o b u i l d 
new productive capacities<> I n Egypt, S y r i a and I r a q , i n d u s t r i a l 
growth was expedited mainly by p u b l i c investments and the use 
32/ Wo Baer and M0 Herve,"Employment and I n d u s t r i a l i s a t i o n i n 
Developing Countries", The Quarterly Journal o f Economics 0 
Volo 8 0 , Noo 1 , 1 9 6 6 , p c 9 7 o 
4 0 / H 0Wo Singer, I n t e r n a t i o n a l Developmentz Growth and Change 
(New York? McGraw-Hill, I n c 0 , 1 9 6 4 ) , p 0 5 8 = 5 9 o 
- 273 = 
of high and i n d i s c r i m i n a t e t a r i f f s together w i t h over-valued 
exchange r a t e s e - ^ ^ This has l e d t o a c e r t a i n degree of 
m i s a l l o c a t i o n o f productive resources, not t o mention the 
absence o f the stimulus f o r innovations which f o r e i g n competition 
u s u a l l y provides. I t i s not u n r e a l i s t i c t o suggest here t h a t 
most o f the Arab countries which have gone some way i n the process 
o f i n d u s t r i a l i s a t i o n have been concerned more w i t h i n c r e a s i n g 
the size o f t h e i r i n d u s t r i a l investments ( f o r employment and 
p o l i t i c a l p r e s t i g e purposes) than w i t h the e f f i c i e n c y o f the 
i n d u s t r i a l s t r u c t u r e 6 
E i g h t h l y , the smallness o f the domestic market togethe r 
w i t h the use of c a p i t a l - i n t e n s i v e techniques have l e d t o the 
spread o f u n d e r - u t i l i s a t i o n o f capacity, and subsequently t o 
low l e v e l s o f labour and c a p i t a l productivity° Excess ca p a c i t y 
ranges between 25 and 50 per cent i n Egypt, S y r i a , Jordan, and 
I r a q * ^ / What adds to the complexity o f t h i s phenomenon i s 
the l i m i t e d scope f o r export t o which reference has already 
been made« 
N i n e t h l y , although the process o f i m p o r t - s u b s t i t u t i o n 
i n the Arab co u n t r i e s has c o n t r i b u t e d t o the expansion o f 
the manufacturing component o f t h e i r GDP, i t seems t h a t i t 
cannot remain the mainspring o f i n d u s t r i a l growth? i t cannot 
form the basis f o r the development of i n d u s t r i e s i n which 
41/ For a d e t a i l e d discussion o f the currency and exchange 
systems i n the Arab r e g i o n , see Wilson, op 0 c i t e , pp, 81=89 0 
42/ See IDCAS, An Approach to I n d u s t r i a l Development Strategy 
and Arab I n d u s t r i a l Cooperation. a working paper presented 
t o the 4th Conference on I n d u s t r i a l Development f o r Arab 
States, T r i p o l i ^ L i b y a ? A p r i l 1964, p 6 5« 
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economies of scale play a major r o l e Aside from the f a c t 
t h a t i m p o r t - s u b s t i t u t i o n has a degree o f i r r a t i o n a l i t y and a 
tendency t o "exhaustion", there i s a need i n the Arab c o u n t r i e s 
t o have the i n d u s t r i a l s ector w e l l - i n t e g r a t e d 9 r e l a t e d t o t h e i r 
n a t u r a l resources, more e f f i c i e n t and o r i e n t e d towards the 
outside o 
There i s a general presumption t h a t i n d u s t r i a l growth 
i n contemporary developing countries moves roughly along the 
same patterns, S t a r t i n g w i t h the manufacture of f i n i s h e d 
consumer goods, i n d u s t r i a l i s a t i o n moves on successively, 
through backward linkage e f f e c t s , t o the manufacture o f i n t e r -
mediate and c a p i t a l g o o d s F r e q u e n t l y , however, intermediate 
and c a p i t a l good i n d u s t r i e s are large-scale i n d u s t r i e s and they 
s t i m u l a t e i n d u s t r i a l growth by c r e a t i n g i n d u s t r i e s as users 
o f t h e i r products. But t h e i r e f f i c i e n t o p e r a t i o n requires the 
existence o f a wide market« Otherwise they w i l l have to operate 
below capacity i n the absence o f export possibilities» I n 
a d d i t i o n , these i n d u s t r i e s r e q u i r e heavy investments which may 
be beyond the means o f i n d i v i d u a l countries<, I n a number o f the 
Arab countries i t seems t h a t the process o f i m p o r t - s u b s t i t u t i o n 
has v i r t u a l l y exhausted the p o s s i b i l i t i e s f o r i n d u s t r i a l i s a t i o n 
45/ This complies w i t h the experience o f many developing c o u n t r i e s 
approaching t h e i r i n d u s t r i a l i s a t i o n through i m p o r t - s u b s t i -
t u t i o n s For example, see "The Growth and Decline o f Import 
S u b s t i t u t i o n i n B r a z i l " , Economic B u l l e t i n f o r l a t i n America<, 
Vol* 9, No s 1, March 1964, United Nations, New York, pp e 1=11 0 
44/ A l b e r t Hirschman, "The P o l i t i c a l Economy o f Import-Substi-
t u t i n g I n d u s t r i a l i z a t i o n i n L a t i n America", Quarterly Journal 
of Economics 9 V o l 0 82, No Q 1, February 1968, p« 6 0 ~ 
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on the basis o f the n a t i o n a l markets I f the process o f 
i n d u s t r i a l i s a t i o n i s to progress through backward linkages 
i t ought t o be based on an e f f i c i e n t i m p o r t - s u b s t i t u t i o n w i t h 
a s p i l l o v e r t o e x t e r n a l markets 0 
Prospects f o r I n d u s t r i a l i s a t i o n 
I t i s reassuring to observe from current development 
plans t h a t the Arab co u n t r i e s are r e - o r i e n t i n g t h e i r i n d u s t r i a l 
development s t r a t e g i e s , though i n va r y i n g degrees, so as t o 
take export p o s s i b i l i t i e s i n t o c onsideration* They seem now 
t o r e a l i s e more than ever before t h a t s e l f - c o n t a i n e d i n d u s t r i a l 
development i s no longer f e a s i b l e f o r m o b i l i s i n g t h e i r i d l e 
resources, d i v e r s i f y i n g t h e i r i n d u s t r i a l s t r u c t u r e s , and 
a c c e l e r a t i n g the ra t e s o f economic growtho This can be taken 
as a r e c o g n i t i o n on the p a r t o f the Arab co u n t r i e s f o r the 
need t o r a t i o n a l i s e t h e i r p r o t e c t i v e p o l i c i e s , which though 
they served the purpose f o r i n d u s t r i a l i s a t i o n i n the f i r s t 
stage are l i k e l y to become b a r r i e r s t o growth i n subsequent 
s t a g e s B y doing so they would be l o o k i n g outwardly f o r 
more demand and inwardly f o r supply, r a t h e r than the other way 
roundo I t i s indeed paradoxical t h a t while i n d u s t r i a l i s a t i o n 
i n most co u n t r i e s has been l a r g e l y prompted by the unfavourable 
demand co n d i t i o n s f a c i n g t h e i r t r a d i t i o n a l ( n o n - o i l ) e x p o r t s , 
45/ For a perceptive discussion o f t h i s p o i n t , see John H c Powe "Import S u b s t i t u t i o n As An I n d u s t r i a l i z a t i o n Strategy", 
The P h i l i p p i n e Economic Journal„ Volo 5, No. 2, 1966, 
pp 0 167-203o 
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the promotion o f an e f f i c i e n t p a t t e r n o f i n d u s t r i a l growth 
remains c l o s e l y l i n k e d w i t h developments i n the e x t e r n a l sector* 
I t i s o f great s i g n i f i c a n c e to note t h a t t h i s process 
o f r e - o r i e n t a t i o n i n the approach to i n d u s t r i a l development 
comes at the same time t h a t the o i l - p r o d u c i n g countries are 
embarking on investment programmes t h a t are h i g h l y charged w i t h 
large c a p i t a l - i n t e n s i v e i n d u s t r i a l p r o j e c t s . Given the p a u c i t y 
o f n a t u r a l resources other than o i l and n a t u r a l gas, the scope 
f o r investment domestically l i e s mainly i n energy-intensive 
and hydrocarbon-based i n d u s t r i e s . I t i s amply evident t h a t 
such i n d u s t r i e s to be operated e f f i c i e n t l y r e q u i r e a wide 
market^ much l a r g e r than any of the domestic markets of the 
Gulf c o u n t r i e s , and accordingly they are r e a d i l y e x p o r t - o r i e n t e d • 
Thus, we can see t h a t both n o n - o i l and o i l Arab cou n t r i e s 
are f a c i n g now the challenge of producing manufactures competi-
t i v e l y f o r export• However, i t i s necessary a t t h i s juncture 
t o draw a d i s t i n c t i o n between the export i n d u s t r i e s which could 
be contemplated by the n o n - o i l c o u n t r i e s , and those t h a t are 
being constructed i n the o i l c o u n t r i e s . As pointed out i n 
Chapter Four, the o i l - p r o d u c i n g countries are endeavouring to 
have a more e f f e c t i v e and e f f i c i e n t c o n t r o l o f t h e i r f i n a n c i a l 
resources through the c r e a t i o n of i n d u s t r i e s t h a t are h i g h l y 
i n t e g r a t e d w i t h the w o r l d . Their i n d u s t r i a l s t r a t e g y i s to 
increase the value-added of o i l exports by expanding r e f i n i n g 
c a p acity, developing petrochemical and f e r t i l i z e r complexes, 
and c r e a t i n g other hydrocarbon-based i n d u s t r i e s , and to conserve 
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f l a r e d gas by developing h i g h energy-consuming i n d u s t r i e s 
such as cement, i r o n and s t e e l , and other smelting o p e r a t i o n s 0 -
Since most o f these i n d u s t r i e s involve advanced technologies 
and p o s s i b l y patented processes o f production as w e l l as 
markets beyond those a v a i l a b l e domestically and r e g i o n a l l y , 
they need t o be e s t a b l i s h e d and operated ( a t l e a s t i n the 
s h o r t e r - r u n ) w i t h p a r t i c i p a t i o n from i n d u s t r i a l i s e d countries» 
I t i s possible to v i s u a l i s e i n t h i s p a t t e r n some s o r t o f a 
t r i p a r t i t e development, combining e f f i c i e n t l y Arab c a p i t a l and 
resources w i t h Western technology t o serve world marketSo^^ 
46/ I n t h i s context, i t i s u s e f u l t o note t h a t the Kuwaiti Govern-
ment p a r t i c i p a t e s i n a large number o f i n d u s t r i a l e n t e r p r i s e s , 
and i t created i n August 1974 the Higher Council f o r Petro-
leum which comprises the m i n i s t e r s o f o i l , f i n a nce, and trade 
and meets under the chairmanship o f the Crown Princeo This 
Council i s entrusted w i t h the f o r m u l a t i o n o f the general 
p o l i c y f o r the e x p l o i t a t i o n o f o i l resources and r e l a t e d 
i n d u s t r i e s * The K u w a i t i Government encourages i n d u s t r y 
through the I n d u s t r i a l Bank of Kuwait (49 per cent o f c a p i t a l 
owned by M i n i s t r y o f Finance and the Central Bank), which 
makes f e a s i b i l i t y s t u d i e s and grants loans at 4 per cent t o 
i n d u s t r i a l u s e r s 0 Established i n 1974 w i t h a c a p i t a l o f 
KD 100 m i l l i o n , t h i s bank encourages r e g i o n a l c o o r d i n a t i o n 
and cooperation by promoting investments i n j o i n t ventures 
w i t h partners from the G u l f c I n other o i l c o u n t r i e s , n a t i o n a l 
companies have been e s t a b l i s h e d t o i n i t i a t e i n d u s t r i a l 
p r o j e c t s r e l a t e d t o o i l resources 0 The most a c t i v e o f these 
i s the Abu Dhabi N a t i o n a l O i l Company (ADNOC), which aside 
from being involved i n petroleum marketing and r e f i n i n g , i s 
i n t e r e s t e d i n i n d u s t r i a l p r o j e c t s e n t a i l i n g petrochemicals 
or heavy i n d u s t r y valued Dh 50 m i l l i o n ($12 <,8 m i l l i o n ) or 
above* The Abu Dhabi Investment A u t h o r i t y was e s t a b l i s h e d 
i n 1976 t o conduct on the p a r t o f the State investment 
a c t i v i t i e s , and to undertake s o l e l y or j o i n t l y w i t h others 
the e s t a b l i s h i n g o f banks, t r a d i n g , i n d u s t r i a l and a g r i -
c u l t u r a l companies, as w e l l as insurance, sea, land and a i r 
t r a n s p o r t companies 0 
47/Some o f the Arab c o u n t r i e s have shown r e c e n t l y increased 
w i l l i n g n e s s t o r e l a x the g r i p on t h e i r economies, and seem 
now t o be ready t o have m u l t i n a t i o n a l companies from the 
United States, Europe and Japan t o make use of t h e i r techno-
l o g i e s o But t h i s readiness v a r i e s , w i t h Saudi Arabia and 
the Gulf countries adopting very permissive p o l i c i e s , and 
I r a q a t the other extreme approving only Arab m u l t i n a t i o n a l 
companies to own p r o j e c t s i n i t s t e r r i t o r i e s o 
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But what needs to be stressed here i s t h a t the highly-
concentrated development phenomenon i n the o i l - p r o d u c i n g 
countries i s unconsciously leading t o the c r e a t i o n of s i m i l a r 
i n d u s t r i a l bases which would d e f i n i t e l y reduce the scope f o r 
r e g i o n a l t r a d e , and by inducing c o m p e t i t i t o n i n i n t e r n a t i o n a l 
markets would undermine the bargaining power of these c o u n t r i e s 0 
As t o the n o n - o i l c o u n t r i e s where n a t i o n a l resources 
are more d i v e r s i f i e d , export i n d u s t r i e s are l i k e l y t o be i n 
the f i r s t stage "feeder" i n d u s t r i e s which produce i n d u s t r i a l 
goods t h a t are s u i t a b l e as i n puts f o r other i n d u s t r i a l 
products, such as e l e c t r i c a l and e l e c t r o n i c equipment, cars 
and other engineering and mechanical machinery,. These 
i n d u s t r i e s would provide the basis f o r the production of 
c a p i t a l goods at a l a t e r stage 0 I n view of the low competi-
tiveness o f these c o u n t r i e s at t h e i r present l e v e l o f i n d u s t r i a l 
development, they are l i k e l y to promote t h e i r i n d u s t r i a l exports 
t o selected markets, mainly neighbouring markets i n order t o 
economise on t r a n s p o r t costs. I n c i d e n t a l l y , S y r i a and Jordan 
are t r y i n g t o promote export i n d u s t r i e s through the establishment 
o f a j o i n t i n d u s t r i a l f r e e zone on t h e i r b o r d e r s 0 This p r o j e c t 
i s being handled by the Syro-Jordanian I n d u s t r i a l Free Zone 
Company which has a c a p i t a l o f £S 60 m i l l i o n and managed by a 
board o f d i r e c t o r s c o n s i s t i n g o f s i x members, three from each 
c o u n t r y I t i s intended t o draw i n t o t h i s zone a complete 
range of heavy, medium and l i g h t i n d u s t r i e s , w i t h p r i o r i t y 
being given to those t h a t s a t i s f y three basic c r i t e r i a ^ t h a t 
48/ The Company was created f o l l o w i n g the Economic Cooperation 
and Regulation o f Commercial Exchange Agreement signed 
between Syria and Jordan on 6 A p r i l 1975. The Company8s 
A r t i c l e s of A s s o c i a t i o n were r a t i f i e d by Syria under Law 
Noo 21 of 1975o 
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they are e x p o r t - o r i e n t e d , t h a t they use raw m a t e r i a l s and 
intermediate products a v a i l a b l e i n Syria and Jordan, and t h a t 
they enhance the t e c h n i c a l c a p a b i l i t y o f the domestic labour 
force i n the two countrieso Aside from the usual range of 
t a r i f f exemptions and f i s c a l b e n e f i t s o f f e r e d i n any f r e e zone 
arrangement, the above p r o j e c t has a s t r a t e g i c l o c a t i o n w i t h 
respect to the Arab markets i n the Middle East and as such i t 
could encourage f o r e i g n investments which need t o operate on 
a r e g i o n a l scale 0 
The above a n a l y s i s b r i n g s i n t o focus the importance of 
r e g i o n a l i n d u s t r i a l i n t e g r a t i o n not only t o the n o n - o i l 
c ountries but also t o the o i l c o u n t r i e s 0 With respect t o the 
n o n - o i l c o u n t r i e s , i n d u s t r i a l i n t e g r a t i o n provides a broader 
scope f o r a c c e l e r a t i n g i n d u s t r i a l i s a t i o n mainly by extending 
the geographical and product coverage o f import-sub s t i t u t i o n <> 
This can be conveniently discussed from the po i n t o f view o f 
e x i s t i n g i n d u s t r i e s and t h a t o f new i n d u s t r i e s 0 
The enlargement o f the market a f f e c t s e x i s t i n g i n d u s t r i e s 
i n two major respects« F i r s t , i t may expand production without 
the need to make new investments, merely by u t i l i s i n g excess 
capacity i n s t a l l e d i n a n t i c i p a t i o n o f increases i n domestic 
demand due t o t e c h n o l o g i c a l reasonso Assuming the non-existence 
of c o n s t r a i n t s on supply, t h i s leads t o i n s t a n t gains t o the 
country i n which production takes place, but may reduce welfare 
i n the consuming country i f trade d i v e r s i o n r e s u l t s 0 Secondly, 
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the enlargement of the market allows f o r enhancing e f f i c i e n c y 
by i n c r e a s i n g competition among s i m i l a r production u n i t s 0 The 
smallness o f the domestic market i n the Arab countries does 
not a l l o w the establishment o f more than one or two plants i n 
many i n d u s t r i e s , and t h i s creates monopolistic tendencies as 
w e l l as vested i n t e r e s t s opposing c o m p e t i t i o n 0 
The more promising aspect of r e g i o n a l i n d u s t r i a l i n t e g r a t i o n 
r e l a t e s to new i n d u s t r i e s o With an enlarged protected market 
the n o n - o i l Arab co u n t r i e s can continue the process of import-
s u b s t i t u t i o n i n d u s t r i a l i s a t i o n and embark on the c r e a t i o n o f 
large-scale i n d u s t r i e s which were not f e a s i b l e because o f the 
l i m i t a t i o n s o f domestic marketso At the same time, the 
enlarged market may f a c i l i t a t e the optimum l o c a t i o n of new 
i n d u s t r i e s i n terms o f the supply of raw m a t e r i a l s , energy, and 
e x t e r n a l economieso This i s o f c r u c i a l importance i n reducing 
the costs o f production ( o r development) and i n developing an 
e f f i c i e n t p a t t e r n o f s p e c i a l i s a t i o n i n production„ But i t 
needs to be stressed t h a t i m p o r t - s u b s t i t u t i o n on the r e g i o n a l 
l e v e l ought to be designed d i f f e r e n t l y than on a n a t i o n a l 
l e v e l j i t has to be more s e l e c t i v e , o r i e n t e d towards e f f i c i e n t 
production without much p r o t e c t i o n , and o f f e r the p o s s i b i l i t y 
o f i n c r e a s i n g exports t o the outside world« 
With respect t o the o i l c o u n t r i e s , r e g i o n a l i n d u s t r i a l 
i n t e g r a t i o n must be viewed i n a d i f f e r e n t perspective„ On one 
coun-fc, i t i s a known f a c t t h a t due t o the l a c k o f proper i n f r a -
s t r u c t u r e and the need to import s k i l l s f o r operation and 
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maintenance, the cost o f c o n s t r u c t i n g a new p l a n t i n these 
countries exceeds the cost o f c o n s t r u c t i n g a s i m i l a r one i n 
the United States^ Western Europe, or Japan by 50 to 150 per 
c e n t o ^ / I t can be presumed t h a t no p r o j e c t i n the o i l 
countries can produce f o r i n t e r n a t i o n a l markets without some 
so r t of subsidyo I n most cases, high costs do not r e s u l t 
only from i n f l a t e d c o n s t r u c t i o n costs and long c o n s t r u c t i o n 
d u r a t i o n , but also from the r e l a t i v e l y heavy t r a n s p o r t a t i o n 
costs and the low l e v e l o f p l a n t u t i l i s a t i o n On another 
count, the i n t e r n a t i o n a l market f o r petrochemicals e x h i b i t s 
c y c l i c a l f l u c t u a t i o n s i n demand and p r i c e s , and t h i s enhances 
considerably the danger of competition between the e x p o r t i n g 
countrieso I t makes much sense f o r these c o u n t r i e s to 
coordinate t h e i r investment d e c i s i o n s , and i t should be i n 
t h e i r long-term i n t e r e s t t o d o v e t a i l t h e i r productive sectors 
w i t h those of the other countries i n the region« 
I t i s not d i f f i c u l t t o conceive w i t h i n t h i s framework 
how the emerging pa t t e r n s of i n d u s t r i a l growth i n the Arab 
countries c a r r y w i t h them the seeds f o r r e g i o n a l cooperation 
and i n t e g r a t i o n . . Of course, t h i s i s s u b s t a n t i a t e d by the 
skewed d i s t r i b u t i o n o f resources among these countries and 
the pressing need t o r a t i o n a l i s e t h e i r use, by a l l o c a t i n g them 
i n accordance w i t h r e g i o n a l comparative advantage w i t h a view 
to s a t i s f y r e g i o n a l demand a t a lower cost than would have 
4j?/ I t i s reported t h a t bids from i n d u s t r i a l i s e d countries to 
the o i l c o u n t r i e s f o r p l a n t and machinery are bloated« 
According to the Saudi Deputy M i n i s t e r o f Planning, "the 
b i g i n t e r n a t i o n a l companies i n the U 0S 0, Western Europe, and Japan seem t o have three sets o f pricess a re g u l a r p r i c e , 
a higher one f o r the o i l - p r o d u c i n g c o u n t r i e s , and a s t i l l 
h i g h e r one f o r Saudi A r a b i a " 0 Fortune 0 Vole 98, Noe 2, 31 J u l y 1978, p 0 116o 
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been possible on a n a t i o n a l b a s i s 0 As such the Arab c o u n t r i e s 
could produce f o r each other more o f what they consume and a t 
a lower cos t , thus a t t a i n i n g a c e r t a i n degree o f c o l l e c t i v e 
s e l f - r e l i a n c e o 
Yet, the argument developed i n Part I o f t h i s study and 
which c a l l s f o r a g r a d u a l i s t approach t o i n t e g r a t i o n , remains 
v a l i d h e r e Q I t i s more r e a l i s t i c and consis t e n t w i t h the 
i n d u s t r i a l set-up of the Arab countries t o s t a r t the i n d u s t r i a l 
i n t e g r a t i o n process on a piecemeal basis r a t h e r than across-
the-board o Taking the view t h a t i n d u s t r i a l i n t e g r a t i o n ought 
t o supplement, r a t h e r than s u b s t i t u t e , n a t i o n a l development 
e f f o r t s , i t should be possible t o s e l e c t a group o f i n d u s t r i e s 
which can generate c e r t a i n net b e n e f i t s i f a l l o c a t e d among 
the Arab countries on an i n t e g r a t e d b a s i s 0 I n other words, 
the focus of i n t e r e s t i n the f i r s t stage should be d i r e c t e d 
t o those i n d u s t r i e s which support n a t i o n a l development 
o b j e c t i v e s , but cannot be a t t a i n e d i n i s o l a t i o n o 
I t has already been mentioned t h a t candidate i n d u s t r i e s 
are e s s e n t i a l l y those whose minimum-efficient-scale r e q u i r e s 
access t o a r e g i o n a l marketo Accordingly, such i n d u s t r i e s 
are not p r o f i t a b l e when producing f o r a n a t i o n a l market o n l y , 
but could become so when pooling the markets o f the concerned 
countrieso Using t h i s as a basic c r i t e r i o n , i t should be 
possible t o screen c e r t a i n i n d u s t r i e s i n the Arab co u n t r i e s 
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which have a p o t e n t i a l f o r r e g i o n a l i n t e g r a t i o n , and from 
whichj on the basis o f supplementary c r i t e r i a , an i n d u s t r i a l 
package could be worked out* 
- 2 8 4 
CHAPTER SEVEN 
POSSIBILITIES FOR INDUSTRIAL INTEGRATION 
IN THE ARAB MIDDLE EAST 
The main purpose o f t h i s chapter i s to explore some 
of the p o s s i b i l i t i e s f o r i n d u s t r i a l i n t e g r a t i o n among the 
Arab Middle East c o u n t r i e s o This means t h a t we w i l l be 
addressing ourselves s p e c i f i c a l l y to those i n d u s t r i e s which, 
f o r reasons o f scale economies, tend t o operate more 
e f f i c i e n t l y on a r e g i o n a l or even a sub-=regional b a s i s e 
I n t r i n s i c a l l y , these i n d u s t r i e s are o f s t r a t e g i c importance 
and i t may take some time f o r scale economies to be r e a l i s e d 
i n them i f operated on a n a t i o n a l b a s i s o 
As a point o f departure, the chapter w i l l f i r s t 
e s t a b l i s h some e m p i r i c a l estimates o f minimum-efficient-scale 
( m 0 e o S 0 ) from various published data, w i t h a view t o form an 
idea o f what could be the m 0eoS„ f o r selected intermediate and 
c a p i t a l i n d u s t r i e s i n the context o f f a c t o r supplies i n the 
Arab countries» The next step w i l l be to i d e n t i f y , on the 
basis o f the data obtained and the main o r i e n t a t i o n o f 
i n d u s t r i a l growth reviewed i n the preceding chapter, the 
l i n e s of i n d u s t r i a l production which could o f f e r o p p o r t u n i t i e s 
f o r s u b s t a n t i a l economic gains, through o p t i m i s i n g the use 
of resources, i f e s t a b l i s h e d on an i n t e g r a t e d basis w i t h i n 
the Arab r e g i o n 0 This w i l l be fol l o w e d by a general assessment 
of the p o s s i b i l i t i e s and d e s i r a b i l i t y o f Arab i n t e g r a t i o n i n 
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a number o f i n d u s t r i a l sectors? before t a k i n g up a case study 
o f the f e r t i l i z e r s i n d u s t r y i n the next chapter* I n the f i n a l 
p a r t o f the chapter some concluding observations about 
i n t e g r a t i o n i n d u s t r i e s w i l l be made0 
E m p i r i c a l Estimates o f M aE„So 
The concept o f economies o f scale i s based on the 
general presumption t h a t the expansion o f the scale of 
productive capacity o f an i n d u s t r y , o r plants w i t h i n a 
c e r t a i n i n d u s t r y , leads t o t a l production costs to increase 
at a lower rate than t h a t o f outputo I n other words, 
economies o f scale can be expressed i n terms o f an inverse 
r e l a t i o n s h i p between the average cost o f production and the 
scale o f operation i n an i n d u s t r y 0 
As pointed out i n Chapter One, i t i s u s e f u l i n examining 
the sources o f scale economies t o make a d i s t i n c t i o n between 
i n t e r n a l and e x t e r n a l economies<> The former i s an e n t i r e l y 
t e c h n o l o g i c a l f a c t o r , independent o f the market size or 
f a c t o r endowment o f any one cou n t r y 0 I t a r i s e s mainly from 
i n d i v i s i b i l i t i e s which d i c t a t e a c e r t a i n size f o r p l a n t and 
machinery i f optimal e f f i c i e n c y i s to be attained„ I n 
gene r a l , investments do not vary as a l i n e a r f u n c t i o n o f 
ca p a c i t y , but i n accordance w i t h a power f u n c t i o n whose 
exponent ranges between zero and one. On the other hand, 
e x t e r n a l economies o f scale tend to develop w i t h i n d u s t r i a l 
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expansion and co n c e n t r a t i o n , as t h i s w i l l lead t o the 
c r e a t i o n o f e n t e r p r i s e s and services which would be uneconomic 
w i t h a small i n d u s t r i a l outputs The e f f e c t o f these economies 
i s a downward s h i f t i n the long-run average cost o f the 
i n d u s t r i a l plants concerned 0 
Though convincing evidence o f the existence and 
magnitude o f economies o f scale could be l a c k i n g f o r many 
i n d u s t r i e s , t h e i r importance can ha r d l y be over-emphasised. 
Technological changes have i n c r e a s i n g l y broadened the scope 
of economies o f scale, thus r e q u i r i n g a c e r t a i n minimum scale 
of market and production as an e f f i c i e n c y c r i t e r i o n 0 I n 
t h i s respect, a UNCTAD r e p o r t p o i n t s outs 
"For every type o f i n d u s t r i a l production 
the question o f the optimum market size 
a r i s e s , and unless the volume o f sales 
reaches a c e r t a i n minimum the cost per 
u n i t and the pr i c e to the consumer w i l l • 
be high and the capacity to compete low„ 
Production costs i n many i n d u s t r i e s d ecline 
s t e a d i l y as output increases, and conse-
quently large market o u t l e t s are ind i s p e n -
s i b l e , p a r t i c u l a r l y i f advantage i s t o be 
taken o f modern production methods." 1/ 
I t i s important to recognise t h a t the d r i v e towards 
b u i l d i n g large productive u n i t s i n the i n d u s t r i a l i s e d c o u n t r i e s 
has been induced b a s i c a l l y by the desire to accelerate economic 
growth as w e l l as to increase e f f i c i e n c y i n the u t i l i s a t i o n 
o f resources, thereby r e l e a s i n g some resources f o r other uses 0 
1 / UNCTAD, Trade Expansion and Economic I n t e g r a t i o n Among 
Developing C o u n t r i e s 0 op. c l t o , p. 6 „ s ve 
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Indeed, the l a r g e r p a r t o f the world's research and development 
e f f o r t s are being undertaken by the i n d u s t r i a l i s e d c o untries 
and devoted to making t h e i r technologies i n c r e a s i n g l y labour-
saving or c a p i t a l - i n t e n s i v e to comply w i t h domestic f a c t o r 
p r o p o r t i o n s . 
I t i s not s u r p r i s i n g t h a t the s e t t i n g up o f large 
scale u n i t s i n developing countries (as one form o f t r a n s -
f e r r i n g technology) has been encountered by many d i f f i c u l t i e s 
a r i s i n g from both the pattern o f resource endowment and the 
l i m i t e d market opportunities„ Since the r e a l i s a t i o n o f scale 
economies depends on domestic f a c t o r s , i n c l u d i n g mainly the 
size o f the market, a v a i l a b i l i t y o f developed i n f r a s t r u c t u r e , 
managerial s k i l l s and c a p i t a l supply, most developing 
c o u n t r i e s can operate only at a r e l a t i v e l y small—scale i n 
comparison w i t h i n d u s t r i a l i s e d countries» 
This renders the choice o f the techniques o f production 
as one o f the most important decisions f a c i n g developing 
c o u n t r i e s i n t h e i r economic development endeavours <> I t i s 
obvious t h a t t h i s choice a f f e c t s considerably the p a t t e r n 
o f income d i s t r i b u t i o n and economic s t r u c t u r e * There i s 
o f t e n a d i r e c t r e l a t i o n between scale and employment, as the 
l a r g e r the scale i s the lower w i l l be u s u a l l y the labour/ 
c a p i t a l r a t i o 0 Generally, i n developing countries a more 
la b o u r - i n t e n s i v e technique o f production would generate 
g r e a t e r s o c i a l b e n e f i t s a Aside from employment c r e a t i o n ^ 
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small scale technology o f f e r s important advantages. I t allows 
a more optimal use o f e x i s t i n g i n f r a s t r u c t u r e and could be 
less demanding than large-scale technologies w i t h respect to 
new i n f r a s t r u c t u r e e I n a d d i t i o n , small scale technology may 
be more consistent w i t h the need to l o c a l i s e production o f 
c e r t a i n goods r e l a t e d to "basic human needs" such as t e x t i l e 
f i b r e s , vegetable o i l s , and sugar, and which use domestic 
in p u t s ( i n c l u d i n g labour) i n t e n s i v e l y a I n c i d e n t a l l y , China 
gave great p r i o r i t y to the design and manufaeture o f s m a l l -
scale cement and f e r t i l i z e r p l a n t s , as a means o f c r e a t i n g 
employment o p p o r t u n i t i e s i n l i m i t e d r u r a l areas and to a t t a i n 
2/ 
some degree of r e g i o n a l economic independence Recent 
stud i e s have i n d i c a t e d t h a t downscaling i s economically 
f e a s i b l e and could o f f e r numerous o p p o r t u n i t i e s to adapt 
technology and products to l o c a l needs and to i n t e g r a t e the 
3/ 
t r a d i t i o n a l and modern s e c t o r s ^ 
However, developing countries u s u a l l y have a l i m i t e d 
choice o f technology, e s p e c i a l l y w i t h respect to intermediate 
and c a p i t a l industries,, The technologies embodied i n these 
i n d u s t r i e s are geared f o r large scale production, and t h e i r 
2/ For a d e t a i l e d study on the s u b j e c t , see Jon Sigurdson, 
M i n i Cement P l a n t s 9 Research P o l i c y Program, U n i v e r s i t y 
o f Lund, Discussion paper No« 105, November 1976 e 
3/ Some o f these studies have been i n i t i a t e d by the London-
based "Intermediate Technology Group" w i t h respect t o 
i n d u s t r i a l i s a t i o n p o s s i b i l i t i e s i n many developing 
c o u n t r i e s o A pioneering study on the subject which has 
not been published yet i s t h a t o f Robert G o f f i n , Reduction 
d'Echelle e t Adaptation des Technologies I n d u s t r i e l i e dans 
l e s Pays en Voie de Developpement, OECD, P a r i s B 
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f a c t o r mix tend to be r i g i d l y determined„ This remains l a r g e l y 
the case even w i t h the recent attempts made to downscale and 
adapb i n d u s t r i a l technology (as f o r instance i n the i r o n and 
s t e e l i n d u s t r y w i t h the i n t r o d u c t i o n o f the d i r e c t r e d u c t i o n 
process)„ Many o f the developing countries are s t i l l not i n 
a p o s i t i o n to engage i n c e r t a i n manufacturing i n d u s t r i e s at 
a scale appropriate to t h e i r f a c t o r p roportions and domestic 
marketso This a p p l i e s s p e c i f i c a l l y t o two broad categories 
o f i n d u s t r i e s characterised by economies o f s c a l e 0 
One category includes the processing i n d u s t r i e s which 
i n v o l v e b a s i c a l l y the t r a n s f o r m a t i o n o f raw m a t e r i a l s by 
p h y s i c a l o r chemical processes t h a t are v e r t i c a l l y i n t e g r a t e d . 
Most prominant among these i n d u s t r i e s are petrochemicals, 
f e r t i l i z e r s , i r o n and s t e e l , chemicals, sugar, and pulp and 
paper 0 The other category includes the engineering i n d u s t r i e s 
which involve the mass production of d i f f e r e n t i n d u s t r i a l 
products o r t h e i r components,, Amongst these i n d u s t r i e s are 
motor v e h i c l e s , machine t o o l s , engines, e l e c t r o n i c s , and 
appl i a n c e S o Through h o r i z o n t a l s p e c i a l i s a t i o n i t i s possible 
to spread the production process i n these i n d u s t r i e s over a 
number o f separate u n i t s , and t h i s i n i t s e l f allows the 
assembling o f d i f f e r e n t models o f the same producto On the 
whole, engineering i n d u s t r i e s o f f e r comparatively b e t t e r 
prospects than processing i n d u s t r i e s f o r both f a c t o r substi= 
t u t i o n and downscaling, and t h e i r development could be 
2 9 0 «-
i n s t r u m e n t a l i n deepening the i n d u s t r i a l base o f other 
i n d u s t r i e s processes,,^ 
I n the absence of an "appropriate technology" f o r a 
c e r t a i n i n d u s t r y which would optimise the use o f domestic 
resources} a developing country may opt f o r a technology 
which provides i n terms o f domestic f a c t o r p roportions a 
production cost g r e a t e r than the competitive import p r i c e s 
of the product i n q u e s t i o n 0 This may be j u s t i f i e d by the 
growth i m p l i c a t i o n s o f the i n d u s t r y such as producing a 
c a p i t a l or an intermediate good which i s c r u c i a l f o r develop-
ment and saves f o r e i g n exchange, as w e l l as the i n d i r e c t e f f e c t s 
such as the dissemination o f t e c h n i c a l know-how and l e a r n i n g 0 
For instance, a country l i k e Egypt which has labour abundance 
and a large a g r i c u l t u r a l sector could be much more i n t e r e s t e d 
i n the c r e a t i o n o f a f e r t i l i z e r i n d u s t r y and the cost at 
which production would take place, than i n making the 
production f u n c t i o n o f t h a t i n d u s t r y more l a b o u r - i n t e n s i v e 0 
This means t h a t the adoption o f a c e r t a i n technology which 
does not s u i t domestic f a c t o r p roportions could be j u s t i f i e d 
i f the p r o j e c t i n which i t i s embodied generates an acceptable 
s o c i a l r a t e o f r e t u r n , using as suggested i n the methodology 
developed i n Chapter Two "border p r i c e s " to measure inputs 
and outputo 
A/ For a more d e t a i l e d discussion on t h i s p o i n t , see R0 B e 
McKern, A Study on Opportunities f o r Low-Scale Manufacture 
i n Developing Countries, OECD, Development Centre, OD/R 
777)10 9 P a r i s , A p r i l 1977, pp» 16-25„ 
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What i s important under these circumstances i s to 
avoid the occurance o f disceconomies o f scale, by ensuring 
market o u t l e t s to s u s t a i n m 0e.s 0 o f production*, Given the 
existence o f scale economies, the m.e.s, would be reached 
when the average u n i t - c o s t o f output ceases to decrease 0 
I t i s necessary to p o i n t o u t , however, t h a t i . e o S o represents 
an a r b i t r a r y p o i n t , as i t i s sometimes d i f f i c u l t to determine 
the l e v e l o f production above which costs cease to decrease 
or at l e a s t there i s no sharp change i n the r a t e o f decrease 0 
P r a t t e n considers i n h i s pioneering study the m.e 9s 9 as 
"the minimum scale above which any 
possible subsequent doubling i n scale 
would reduce t o t a l average u n i t costs 
by l e s s than 5$ and above which any 
possible subsequent doubling i n scale 
would reduce value added per u n i t ( t o t a l 
costs l e s s the cost o f bought out mater-
i a l s , s e r v i c e s , and components) by less 
than 10%o" 5/ 
I n many developing c o u n t r i e s , m 0e 0s 0 cannot be a t t a i n e d 
w i t h respect t o a large number o f intermediate and c a p i t a l 
i n d u s t r i e s o This i s u s u a l l y p r e c i p i t a t e d by both the smallness 
of the domestic market and the l i m i t e d i n t e r n a t i o n a l competi-
tiveness o f i n d u s t r y e On these grounds, the c r e a t i o n o f a 
s u f f i c i e n t l y large protected market, on a r e g i o n a l or even 
sub-regional b a s i s , emerges as a means f o r a t t a i n i n g m 0 e 0 S o 
i n c e r t a i n i n d u s t r i e s , and subsequently achieving more e f f i -
c i e n t l y the o b j e c t i v e s of i n d u s t r i a l i s a t i o n s 
5/ C o F o P r a t t e n , Economies o f Scale i n Manufacturing Industry 
(Cambridge s At the U n i v e r s i t y Press, 1971), p<> 26 0 
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I t i s possible t o use m 0 e o S 0 as a c r i t e r i o n o r a guide 
f o r i d e n t i f y i n g i n d u s t r i e s which ought t o be created on a 
r e g i o n a l basis, or as a measure to f i n d out at what l e v e l 
o f production a p l a n t i s l i k e l y t o be v i a b l e 0 A f t e r i d e n t i f y i n g 
an i n d u s t r y , current and f u t u r e demand f o r i t s products are 
estimated, n a t i o n a l l y and r e g i o n a l l y , and by using the scale-
up f a c t o r (see Table 1*1) i t w i l l be possible t o assess the 
scale economies i n c a p i t a l a r i s i n g from l a r g e r production 
u n i t s o I d e a l l y , estimates o f m 0e.s 8 have to be based on 
h i g h l y d e t a i l e d micro-economic data obtained from e x i s t i n g 
i n d u s t r i e s o But t h i s i s extremely d i f f i c u l t t o achieve i n 
the case o f the Arab co u n t r i e s as w e l l as i n many o f the 
developing c o u n t r i e s , as the rel e v a n t data i s u s u a l l y not 
p u b l i c i s e d or the i n d u s t r y under question i s simply not i n 
existenceo The a l t e r n a t i v e i n t h i s case would be t o draw 
on published data f o r o t h e r c o u n t r i e s , despite some l i m i t a t i o n s 
inherent i n t h i s method. I t i s c e r t a i n t h a t i n d u s t r i a l p l a n t s 
tend t o be a f f e c t e d by the economic environment i n which they 
operate, and accordingly m o e e s 0 cannot be considered only 
i n i t s t e c h n o l o g i c a l context. The m 0e.s 8 o f the same i n d u s t r y 
could vary from one country to another and from time to time, 
depending on, i n t e r a l i a , r e l a t i v e f a c t o r p r i c e s , q u a l i t y o f 
a v a i l a b l e s k i l l s and raw m a t e r i a l s , as w e l l as non=production 
costs a r i s i n g from the environment i n which the i n d u s t r y i s 
loc a t e d o Differences among countries i n these respects 
a f f e c t the shape o f scale curves<> 
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The Arab c o u n t r i e s e x h i b i t v a r y i n g p r o p o r t i o n s of 
f a c t o r s o f production and l e v e l s o f i n d u s t r i a l development» 
On the one hand, the Arab o i l countries have c a p i t a l abundance 
w i t h very l i t t l e indigenous s k i l l s at a l l l e v e l s , and t h e i r 
i n d u s t r i a l development i s s t i l l i n i t s rudimentary stages 0 
On the other hand, the Arab a g r i c u l t u r a l c o u n t r i e s have 
r e l a t i v e labour abundance, though the degree o f development 
of s k i l l s v a r i e s from one country t o another, and they have 
already gone some way i n t h e i r i n d u s t r i a l i s a t i o n process<> 
But on the whole, l o c a t i o n a l c h a r a c t e r i s t i c s i n the Arab 
cou n t r i e s work towards augmenting the cost o f i n d u s t r i a l 
p r o j e c t s , i n comparison w i t h other c o u n t r i e s , e s p e c i a l l y 
i n d u s t r i a l i s e d c o u n t r i e s 0 This i s not caused only by higher 
f i x e d c a p i t a l expenses, but also by higher requirements f o r 
working c a p i t a l and pre-operating expenses® Obviously, t h i s 
increases the amount o f c o n s t r u c t i o n cost which has to be 
w r i t t e n o f f every year dur i n g the expected l i f e o f the p l a n t 
and consequently i n f l a t e s t o t a l c o s t s 0 
But one must consider against any p l a n t cost disadvantage 
i n the Arab o i l - e x p o r t i n g countries a t l e a s t , the p o s s i b i l i t y o f 
o f f s e t t i n g a part o f t h i s cost through concessional lending 
to i n d u s t r i a l p r o j e c t s . I t i s estimated t h a t an i n t e r e s t 
d i f f e r e n t i a l from 10 per cent per annum i n an i n d u s t r i a l i s e d 
country to 5 per cent per annum i n Kuwait f o r instance i s 
j u s t s u f f i c i e n t to o f f s e t a p l a n t cost d i f f e r e n t i a l of about 
35 per cent, on the assumption t h a t the same amount o f p r o f i t s 
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can be generated o 
Under these circumstances, the importance of large-scale 
production i n reducing u n i t - c o s t output cannot be over-estimated„ 
But t o a t t a i n e f f i c i e n c y i n a p l a n t o f a large s i z e , i t i s 
necessary to have the appropriate managerial s k i l l s as w e l l 
as the t e c h n o l o g i c a l adaptability<> I n a d d i t i o n the cost o f 
t r a n s p o r t i n g and d i s t r i b u t i n g produced goods to the customers 
must be weighed against expected b e n e f i t s from economies o f 
s c a l e , as i t may be worthwhile t o " d e c e n t r a l i s e " production to 
serve the more d i s t a n t customerso Thus the lower are the 
costs o f "overcoming the environment", the l a r g e r i s the m«e<>s. 
of an i n d u s t r i a l p l a n t s I t i s l i k e l y t h a t m 0 e o S 0 would be 
l a r g e i f the p l a n t i s located i n a densely populated area, o r 
i f the economies o f scale o f t r a n s p o r t or other costs o f over-
7/ 
coming the environment are considerable o-u As a c o r o l l a r y 
6/ I t seems, however, t h a t turn-key contracts which are much 
desired i n the Gulf r e g i o n , tend to b l o a t equipment and 
machinery e s p e c i a l l y i n r e l a t i o n to p l a n t capacityo According 
t o a p r o j e c t which was submitted t o the I n d u s t r i a l Bank of 
Kuwait f o r c o n s i d e r a t i o n , i t was found from the cost f i g u r e s 
f o r machinery and equipment i n s i m i l a r p r o j e c t s i n Jordan and 
Egypt ( w i t h i n the capacity range o f 6,000 to 17,000 tonnes) 
t h a t the cost o f equipment and machinery f o r a plant o f a 
capacity equal t o t h a t i n Kuwait should be about $4 million<. 
A l l o w i n g f o r e x t r a equipment ( b a s i c a l l y a i r - c o n d i t i o n i n g u n i t s ) 
and a 20 per cent f o r e s c a l a t i o n and contingency, a reasonable 
estimate f o r the equipment and machinery o f the Kuwait p l a n t 
could be $6 m i l l i o n , r a t h e r than the c o n t r a c t ' s $10 m i l l i o n o 
See Abdel-Monem Omran, I n d u s t r i a l P r o j e c t s i n Kuwait % Costs 
and Incentiveso a paper presented to the Conference on 
I n d u s t r i a l S t r a t e g i e s and P o l i c i e s f o r Kuwait, Kuwait, 24-26 
March 1980, pp D 8=9 and 15o 
7/ On t h i s p o i n t see Frederic L e Pryor, "The Size o f Production 
Establishments i n Manufacturing", Economic J o u r n a l 0 Volo 82, 
No. 326, June 1972, pp 0 550-552 0 
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to t h i s , m 0eoSo tends to increase i n the longe r - r u n , along 
w i t h the process o f economic development and the increase i n 
the size o f po p u l a t i o n . 
On t h i s b a s i s , i t i s not u n r e a l i s t i c to use as a guide 
i n the case of the Arab co u n t r i e s m 0e 0s 0 data r e l a t i n g t o 
i n d u s t r i a l i s e d and other c o u n t r i e s 0 This can be j u s t i f i e d 
f u r t h e r by the f a c t t h a t the Arab countries depend h e a v i l y 
on imported technologies, and u s u a l l y no attempt i s made t o 
modify o r adapt the i n d u s t r i a l process o r products<> This 
a p p l i e s p a r t i c u l a r l y to the Arab o i l - p r o d u c i n g c o u n t r i e s which 
are pursuing outward-looking i n d u s t r i a l i s a t i o n , and accordingly 
they have t o maintain the q u a l i t y o f products i n order t o 
r e s i s t competition from s i m i l a r products and s u b s t i t u t e s o I n 
a d d i t i o n , technologies are changing r a p i d l y and g e n e r a l l y 
production costs are being reduced, and t h i s makes m 0e 0s 0 
data of a r a t h e r approximate nature but could be used to 
provide an idea o f the l e v e l o f production at which a r e g i o n a l 
or sub-regional market i s necessary to support an i n d u s t r y . 
Table 7»1 presents a compendium o f estimates o f m.e9s. 
obtained from d i f f e r e n t sources f o r i n d u s t r i e s i n which 
production i s l i k e l y to be more e f f i c i e n t under an i n t e g r a t i o n 
arrangemento The cost data t o which these estimates r e l a t e 
exclude the costs o f marketing and d i s t r i b u t i o n o I t proved 
to be d i f f i c u l t t o cross-check the r e l i a b i l i t y o f estimates 
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the same d e f i n i t i o n s and accounting procedures of cost and 
c a p a c i t y were employed„ This i s i n a d d i t i o n to the f a c t that 
estimates are the product of d i f f e r e n t technologies used by 
p l a n t s , and the p l a n t s themselves have d i f f e r e n t ages and 
dates of manufacture„ The mere f a c t that some of the estimates 
are taken from r e g i o n a l s t u d i e s ( i 0 e o ASEAN and CAGM) provides 
an evidence of the importance of the i n d u s t r i e s concerned i n 
a r e g i o n a l framework„ 
The c l a s s i f i c a t i o n of i n d u s t r i e s i n the above Table 
helps to i n d i c a t e the l i n e s of i n d u s t r i a l production which 
could be pursued i n the Arab c o u n t r i e s on an i n t e g r a t e d basis„ 
I t i s c l e a r t h at the majority of these i n d u s t r i e s are h i g h l y 
r e l a t e d to the a v a i l a b l e resources i n the Arab region and are 
l i k e l y to be the focus of i n t e r e s t i n the i n d u s t r i a l i s a t i o n 
e f f o r t s i n the immediate f u t u r e o T h i s w i l l become more 
evident by u s i n g some of the above e s t i m a t e s , despite the 
shortcomings inherent i n them, to explore the p o s s i b i l i t i e s 
f o r i n t e g r a t e d i n d u s t r i a l development„ 
P o s s i b i l i t i e s f o r I n d u s t r i a l I n t e g r a t i o n 
Considering the d i r e c t r e l a t i o n s h i p between i n d u s t r i a l 
i n t e g r a t i o n and economic development, i t i s e s s e n t i a l t h at the 
i n d u s t r i e s considered f o r an i n i t i a l i n t e g r a t i o n scheme among 
the Arab c o u n t r i e s are those which ensure a wider and more 
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e f f i c i e n t use o f n a t i o n a l resources as w e l l as the achievement 
o f developmental o b j e c t i v e s which cannot be a t t a i n e d separately,, 
I t i s necessary t h a t these i n d u s t r i e s should supplement previous 
development e f f o r t s and g r a d u a l l y increase interdependence 
among the Arab c o u n t r i e s to a t t a i n a c e r t a i n degree o f 
c o l l e c t i v e s e l f - r e l i a n c e o I n other words, i n d u s t r i a l i n t e g r a -
t i o n should aim a t org a n i s i n g production so as to optimise 
the use o f f a c t o r s o f production, thus s a t i s f y i n g r e g i o n a l 
needs more e f f i c i e n t l y and c o n t r i b u t i n g f u r t h e r to development„ 
P r i o r i t y ought t o be given, t h e r e f o r e , to those 
o b j e c t i v e s which r e q u i r e f o r t h e i r r e a l i s a t i o n the pooling o f 
markets and resources„ Most prominent among such o b j e c t i v e s 
i s the establishment o f i n d u s t r i e s i n which production i s 
p a r t l y destined t o meet demand i n oth e r c o u n t r i e s , o r i n which 
c e r t a i n production i n p u t s are imported from other countries i n 
the r e g i o n . The search f o r such i n d u s t r i e s could be s t a r t e d 
by l o o k i n g at the n a t i o n a l development pl a n s 0 I n a d d i t i o n , the 
i d e n t i f i c a t i o n o f i n t e g r a t i o n i n d u s t r i e s could be made on the 
existence o f scale economies,, This makes i t possible to 
p i n p o i n t the i n d u s t r i e s which can be operated p r o f i t a b l y o n l y 
when producing f o r the combined markets o f a l l or some o f the 
Arab countries,. As can be discerned from the previous s e c t i o n 
and a v a i l a b l e data, s i g n i f i c a n t i n t e r n a l economies o f scale 
could be r e a l i s e d i n manufacturing i n d u s t r i e s producing basic 
metals and metal products, b u i l d i n g m a t e r i a l s , petrochemicals, 
chemical products, pulp and paper, t e x t i l e s , and p r i n t e d 
materialso Moreover, these i n d u s t r i e s tend to have strong 
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forward and backward linkage s , and accordingly t h e i r 
establishment i s conducive to investment decisions which 
broaden the productive capacity and the expansion o f the market 
s i z e . 
E v i d e n t l y , t h i s methodology re q u i r e s f o r i t s implemen-
t a t i o n competent teams o f i n d u s t r i a l economists and engineers, 
capable o f studying the a c t u a l s i t u a t i o n w i t h respect t o the 
market size and the f e a s i b l e e f f i c i e n t size o f production u n i t s . 
A major l i m i t a t i o n , however, i s t h a t the b e n e f i t s derived from 
the economies o f scale must be weighed against increased t r a n s -
p o r t a t i o n and marketing costs. I f these costs are high they 
may outweigh the cost-saving derived from scale, and subsequently 
would lead to the c r e a t i o n o f p l a n t s o f sub-optimal size* I n 
any event, the concept o f economies o f scale must be employed 
w i t h care i n i d e n t i f y i n g i n t e g r a t i o n i n d u s t r i e s , since there 
i s always a r i s k i n g e n e r a l i s i n g the experience o f one country 
t o otherso 
As mentioned i n Chapter Two, an a l t e r n a t i v e c r i t e r i o n 
f o r i d e n t i f y i n g i n t e g r a t i o n i n d u s t r i e s i s the a v a i l a b i l i t y o f 
n a t u r a l resources and f a c t o r supplies i n some cou n t r i e s which 
could be combined t o produce goods f o r a r e g i o n a l marketo 
For instance, c a p i t a l supply from Kuwait could be invested i n 
expanding the e x p l o i t a t i o n and processing o f the phosphate 
8/ According to a pioneering study on the i n t e r - i n d u s t r y linkages 
i n UoSoAo, I t a l y , Japan and Norway, the i r o n and s t e e l i n d u s t r y 
has the highest combined forward and backward linkage score 
followed by non-ferrous metals, paper and paper products, 
petroleum products, coal products, chemicals, t e x t i l e s , 
rubber products, and p r i n t i n g and p u b l i s h i n g industries,. See 
H 0B 0 Chenery and T. Watanabe, " I n t e r n a t i o n a l Comparisons o f the Structure o f Production", Econometrica, Volo 26, No. 4, 
October 1958, pp. 487-521. 
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deposits i n Jordan t o produce f e r t i l i z e r s f o r Syria and other 
a g r i c u l t u r a l c o u n t r i e s i n the r e g i o n 0 I n the same v e i n , 
i n t e g r a t i o n i n d u s t r i e s could be those which r e q u i r e amounts 
o f investment t h a t are beyond the means o f i n d i v i d u a l countries„ 
Obviously, such i n d u s t r i e s can be more ins t r u m e n t a l i n 
a c t i v a t i n g the process o f i n t e g r a t i o n and broadening i t s 
scope, and on t h i s basis they ought to be d i s t i n g u i s h e d from 
those i n d u s t r i e s i d e n t i f i e d on the basis o f economies o f scale. 
I n making a d i s t i n c t i o n between n a t i o n a l and i n t e g r a t i o n p r o j e c t s 
Lara considers t h a t the fundamental c r i t e r i o n f o r i d e n t i f y i n g 
i n t e g r a t i o n p r o j e c t s 
"would appear to be not only the measure 
i n which they e x p l o i t o p p o r t u n i t i e s o f f e r e d 
by the expanded market but also t h e i r c o n t r i -
b u t i o n to the process o f i n t e g r a t i o n i t s e l f . " 2/ 
Bearing i n mind a l l these considerations, i t i s possible 
to d e p i c t c e r t a i n l i n e s o f i n d u s t r i a l production which could 
be established on an i n t e g r a t e d basis among the Arab countries„ 
I t i s c e r t a i n t h a t only a few o f the Arab countries can 
independently develop e f f i c i e n t l y c a p i t a l goods and heavy l a r g e -
scale i n d u s t r i e s . Aside from Egypt, and t o a much l e s s e r extent 
I r a q and Syr i a , the economic size o f the Arab countries under 
c o n s i d e r a t i o n i n terms o f population and resources i s very 
smallo This applies s p e c i f i c a l l y to the Gulf countries which 
are s t r i k i n g l y small„ But the Arab countries together have the 
C r i s t 6 b a l Lara, "The Eva l u a t i o n o f Economic I n t e g r a t i o n 
P r o j e c t s " , i n M u l t i n a t i o n a l Investment 0 Public and P r i v a t e , i n the Economic Development and I n t e g r a t i o n o f L a t i n America„ 
Round Table, Inter-American Development Bank, Bogota, 
Colombia, A p r i l 1968, p Q 154° 
- 30T7 
p o t e n t i a l to develop such i n d u s t r i e s on a v i a b l e scale, 
considering t h e i r complementarity i n resources and markets» 
What i s important i n t h i s respect i s to make sure t h a t the 
selected i n d u s t r i e s can employ intermediate technologies 
which are s u i t a b l e f o r both the l e v e l o f i n d u s t r i a l development 
and the f a c t o r proportions o f the host c o u n t r i e s e 
I n the context o f the f a c t o r supplies a v a i l a b l e i n the 
Arab c o u n t r i e s , two broad categories o f i n d u s t r i e s could be 
i d e n t i f i e d . One category comprises the energy- and c a p i t a l -
i n t e n s i v e i n d u s t r i e s which could be established i n the o i l -
producing c o u n t r i e s . These i n d u s t r i e s represent a c r u c i a l 
phase of i n d u s t r i a l development i n which growth could emerge 
i n several d i r e c t i o n s , and t h e i r development ought to be on 
a broad f r o n t i n view o f the linkages between them. One l i n e 
of growth could s t a r t from the expansion of o i l r e f i n i n g 
c a p a c i t i e s f o r the production o f numerous petrochemicals, 
i n c l u d i n g ethylene, f e r t i l i z e r s , p e s t i c i d e s , s y n t h e t i c p r o t e i n , 
s y n t h e t i c f i b r e s , p l a s t i c s and detergentso I n t h i s range o f 
i n d u s t r i e s , petrochemicals assume a s t r a t e g i c importance as 
they can feed many sectors w i t h i n p u t s 0 For instance, s y n t h e t i c 
f i b r e s could make possible the establishment o f d o m e s t i c a l l y -
based t e x t i l e i n d u s t r i e s 0 Also petrochemical products could 
provide s u b s t i t u t e s f o r t r a d i t i o n a l m a t e r i a l s such as s t e e l , 
wood, and rubber 0 Another l i n e o f growth i n t h i s category 
could s t a r t from the establishment o f gas-based m e t a l l u r g i c a l 
and c o n s t r u c t i o n i n d u s t r i e s 0 Of p a r t i c u l a r importance i n t h i s l i n e 
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i s the i r o n and s t e e l i n d u s t r y , on which the manufacture o f 
machinery and equipment depends, and aluminium. 
The other category o f i n d u s t r i e s comprises i n d u s t r i e s 
which are characterised by a f a i r l y heavy c a p i t a l investment 
and the need f o r s o p h i s t i c a t e d manpower s k i l l s * . These i n d u s t r i e s 
could use more labour and less c a p i t a l per u n i t o f output than 
the c a p i t a l - i n t e n s i v e v a r i a n t s , and they could be established 
i n the a g r i c u l t u r a l Arab co u n t r i e s which are labour abundant,, 
One l i n e o f growth could s p r i n g from the establishment of c a p i t a l 
goods i n d u s t r i e s f o r the assembling and f i n i s h i n g o f c e r t a i n 
engineering products such as a g r i c u l t u r a l machinery, t r a n s p o r t 
v e h i c l e s , engines, e l e c t r i c a l machinery and o t h e r equipments 
More s p e c i f i c a l l y , the Arab countries need to produce i n t h i s 
l i n e p l a n t equipment f o r petrochemicals, heavy chemicals, o i l 
r e f i n i n g , as w e l l as equipment f o r c o n s t r u c t i o n and mining, 
power generation, and communications. I t i s l i k e l y t h a t i n the 
i n i t i a l stage most inputs t o these i n d u s t r i e s would have to be 
imported, but e v e n t u a l l y they could be manufactured l o c a l l y , 
thus leading to the c r e a t i o n o f a wide range o f a n c i l l a r y 
i n d u s t r i e s * I n view o f t h e i r strong forward and backward 
l i n k a g e s , the economic v i a b i l i t y o f many o f these i n d u s t r i e s 
depends on producing a "product-mix", p o s s i b l y i n a number o f 
c o u n t r i e s , whereby one product can be produced f o r us© as 
i n p u t i n another. Another l i n e o f i n d u s t r i a l growth which could 
emerge i n the a g r i c u l t u r a l Arab countries r e l a t e s t o n a t u r a l 
resource-based i n d u s t r i e s which require large-scale operation 
and s u b s t a n t i a l investments. These include food processing, 
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such as sugar and vegetable o i l s , as w e l l as paper and l e a t h e r 
manufacture s e 
The assessment o f the p o s s i b i l i t i e s and d e s i r a b i l i t y 
of Arab i n t e g r a t i o n i n c e r t a i n I n d u s t r i e s belonging to the 
above two categories could be made by r e l a t i n g the m0e0s«, o f 
the i n d i v i d u a l i n d u s t r i e s as given i n Table 7.1 to the n a t i o n a l 
and p o t e n t i a l l y i n t e g r a t e d Arab markets, and then g i v i n g the 
penalty cost involved i n comparison w i t h overseas production 
when producing on a n a t i o n a l basis,, A major l i m i t a t i o n i n t h i s 
methodology i s the l a c k o f r e l i a b l e and d e t a i l e d i n f o r m a t i o n on 
the size o f the Arab markets, e s p e c i a l l y t h a t these markets 
are developing r a p i d l y and i t i s extremely d i f f i c u l t t o put 
r e a l i s t i c bounds t o theme 
I n the remaining p a r t o f t h i s chapter, an attempt w i l l be 
made t o examine s p e c i f i c i n d u s t r i e s i n a number o f i n d u s t r i a l 
s e c t o r s , whose economic v i a b i l i t y can be enhanced by the pooling 
of scarce resources, s k i l l s , and markets,, These sectors w i l l 
bes (a) r e f i n i n g and petrochemical i n d u s t r i e s ; (b) m e t a l l u r g i c a l 
i n d u s t r i e s ; (c) c a p i t a l goods i n d u s t r i e s ? and, (d) food and 
a g r o - a l l i e d i n d u s t r i e s . Since our purpose here w i l l be t o expose 
the areas f o r i n t e g r a t i o n , r a t h e r t o evaluate the b e n e f i t s o f 
i n t e g r a t i o n p r e c i s e l y , the discussion w i l l be i n broad terms. 
I n the next chapter a methodological study w i l l be undertaken 
to evaluate the p o t e n t i a l f o r i n t e g r a t i o n i n the Arab f e r t i l i z e r 
i n d u s t r y , and to provide g u i d e l i n e s f o r the s e l e c t i o n o f 
i n t e g r a t i o n i n d u s t r i e s which could be included i n an " i n d u s t r i a l 
package" e 
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Re f i n i n g and Petrochemical I n d u s t r i e s 
The importance o f the vast o i l and n a t u r a l gas resources 
as a basis f o r i n d u s t r i a l i s a t i o n i n the Arab r e g i o n can h a r d l y 
be over-stressed. By e s t a b l i s h i n g petrochemical i n d u s t r i e s 
the o i l - p r o d u c i n g c o u n t r i e s would not only be ensuring a f u l l e r 
u t i l i s a t i o n o f t h e i r resources, thereby i n c r e a s i n g the value-
added of t h e i r e x p o r t s , but also i n v e s t i n g a p a r t o f t h e i r 
ample f i n a n c i a l resources i n income-generating p r o j e c t s * I n 
most o f the Arab c o u n t r i e s , the p a t t e r n and scale o f development 
i n the petrochemical f i e l d are i n c r e a s i n g l y demonstrating the 
need f o r r e g i o n a l i n t e g r a t i o n , as a means f o r reducing the cost 
o f development and improving competitiveness and bargaining 
power v i s - a - v i s the outside world* I t i s becoming more 
conceivable to expect the emergence o f a r e g i o n a l market f o r 
petrochemicals, s i m i l a r to the one which was achieved f o r i r o n 
and s t e e l i n Europe p r i o r to the formation o f the EECo 
Petrochemicals are chemical compounds or elements 
d i r e c t l y derived from o i l o r n a t u r a l gas., A s i g n i f i c a n t 
p o r t i o n o f them are produced as by-products or as j o i n t products 
because many o f the production processes are i n t e r - r e l a t e d , 
Generally, chemical companies manufacture many products which 
may include basic raw m a t e r i a l s , semi-finished goods and 
sometimes consumer goods• I t i s u s e f u l to make a d i s t i n c t i o n 
between heavy or basic chemicals, f i n e chemicals, and f i n i s h e d 
products. 
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Basic chemicals are u s u a l l y produced i n large q u a n t i t i e s 
o f t e n more than 500,000 tonnes per annum, and they are key 
raw m a t e r i a l s f o r other chemical products 0 The main basic 
products are d e f i n e (ethylene, propylene, butadiene), aromatic 
( e s s e n t i a l l y benzene and xylenes) and m e t h a n o l T h e s e basic 
hydrocarbons are the key products o f the petrochemical i n d u s t r y . 
The paths leading from them to the f i n i s h e d products are many 
and complex. Yet, the main paths can be i d e n t i f i e d % ethylene 
and propylene serve as basic products f o r the most important 
p l a s t i c s which can be used f o r c o n s t r u c t i o n and o t h e r purposes? 
aromatics f o r the basis f o r the synthesis o f n o n c e l l u l o s i c 
f i b r e s mainly f o r the t e x t i l e and f a b r i c i n d u s t r i e s ; butadiene 
i s involved i n the production o f the major s y n t h e t i c rubbers? 
and methanol i s used e s s e n t i a l l y f o r the production of f o r m o l , 
one o f the c o n s t i t u e n t s o f adhesives. 
I n a d d i t i o n , o i l and n a t u r a l gas are the main sources 
o f ammonia, urea, and other types o f f e r t i l i z e r s . These 
products are o f such s t r a t e g i c importance t h a t many countries 
i n s i s t on producing them, even a t a higher cost than the 
p r i c e o f imports. Recently, c e r t a i n forms o f b a c t e r i a have 
been found which convert hydrocarbons i n t o p r o t e i n . 
10/ There are two basic processes f o r producing these productss 
(a) steam c r a c k i n g , which i s the main source o f d e f i n e but 
which can also be used to produce aromatics? and, (b) cataly^ 
t i c reforming which, independently from i t s use i n r e f i n i n g , 
produces aromatics f o r the petrochemical i n d u s t r y . I n 
a d d i t i o n , steam reforming i s used e s s e n t i a l l y f o r the 
synthesis o f ammonia as w e l l as f o r the synthesis o f 
methanol. See UNIDO, F i r s t World-Wide Study on the Petro-
chemical I n d u s t r y ; 1975^2000 0 UNID0/ICIS.8312 December 1978, p. 20. 
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I t i s not d i f f i c u l t to imagine how a l l these and many-
other petrochemical products create linkages w i t h other 
i n d u s t r i e s and sectors w i t h i n the economy, and accordingly 
play a dynamic r o l e i n the o v e r a l l process o f economic 
developmento I n the i n d u s t r i a l i s e d c o u n t r i e s , e s p e c i a l l y 
a f t e r World War I I , most petrochemical i n d u s t r i e s experienced 
a h i g h r a t e o f growth„ This was a r e s u l t o f the s t a b i l i t y 
o f o i l p r i c e s u n t i l the e a r l y 1970s as w e l l as the r a p i d 
expansion i n the consumption o f petrochemicals and o f t h e i r 
emergence as r e l a t i v e l y cheap s u b s t i t u t e s f o r n a t u r a l productSo 
I n a world-wide context, the United States remained the major 
producer o f petrochemicals u n t i l the mid-1950s (accounting 
f o r about 87 per cent o f world production) , but Western Europe 
and Japan developed r a p i d l y t h e i r i n d u s t r i e s a f t e r 1960. 
Table 7o2 shows t h a t i n mid-1977 about 82 per cent o f the 
e x i s t i n g production c a p a c i t i e s o f major petrochemical i n d u s t r i e s 
i n the world belonged to Western Europe, North America (U.S 0A 0 
and Canada), and Japan, whereas the Middle East c o u n t r i e s 
( i n c l u d i n g non-Arab countries) had about 0*4 per c e n t 0 I t i s 
to be n o t i c e d t h a t the l a r g e r p a r t o f the petrochemical 
production i n the Middle East c o u n t r i e s comprises ethylene, 
p l a s t i c s , and s y n t h e t i c f i b r e s , r e f l e c t i n g the narrow base 
of e x i s t i n g i n d u s t r i e s . Despite the sizeable investments 
which are being made, the share o f the Middle East countries 
i n world production capacity of major petrochemicals w i l l not 
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Focussing on the Arab countries i n the Middle East, 
one can n o t i c e t h a t although they c o n t r i b u t e about o n e - t h i r d 
of t o t a l world o i l production, and possess about t w o - t h i r d s 
o f world o i l reserves and o n e - f i f t h o f world n a t u r a l gas, 
t h e i r u t i l i s a t i o n o f t h i s wealth i s l a r g e l y confined to the 
e x t r a c t i o n and shipping o f o i l o The o i l r e f i n i n g i n d u s t r y i s 
r e l a t i v e l y l i m i t e d i n the Arab countries and does not exceed 
5 per cent o f world o i l r e f i n i n g Gapacityo Only about 10 per 
cent o f crude o i l produced i n the Arab countries i s r e f i n e d 
l o c a l l y , and t h i s i s due to the tendency i n the past on the 
p a r t of the f o r e i g n o i l companies to locate r e f i n e r i e s near 
consumption centres, r a t h e r than near the o i l - f i e l d s . However, 
the Arab o i l and petrochemical i n d u s t r i e s have been undergoing 
r a p i d growth since 1974* Various n a t i o n a l p o l i c i e s have been 
devised t o conserve f l a r e d n a t u r a l gas by s e t t i n g up gas 
gathering and l i q u e f a c t i o n p l a n t s , and to e s t a b l i s h p e t r o -
chemical i n d u s t r i e s . The f a c t t h a t these i n d u s t r i e s are of 
large-scale and cannot be based on the domestic market, they 
are conceived from the beginning as ex p o r t - o r i e n t e d i n d u s t r i e s . 
11/ 
According t o a recent study,—=* the e x i s t i n g r e f i n e r i e s 
i n the Arab region produce considerably more r e f i n e d products 
than i s needed t o meet r e g i o n a l demand, even when i n c l u d i n g the 
needs of bunkering trade„ The region's net export o f r e f i n e d 
products i s c o n t r i b u t e d l a r g e l y by Saudi Arabia, Kuwait, and 
Bahrain (accounting f o r over 90 per cent o f the export surplus 
13/ ECWA, Study on the Economics o f O i l R e f i n i n g i n the ECWA 
Region, B e i r u t , 15 February 1980. 
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i n 1978)« Under present circumstances i t seems t h a t r e g i o n a l 
cooperation i n the r e f i n i n g i n d u s t r y t o meet f u t u r e demand 
( f o r f u e l consumption and feedstock f o r petrochemical i n d u s t r i e s ) 
i s more conceivable than e x p o r t i n g r e f i n e d products to the r e s t 
o f the w o r l d , e s p e c i a l l y Western Europe. This can be a t t r i b u t e d 
to several f a c t o r s 9 One i s the high cost involved i n t r a n s -
p o r t i n g r e f i n e d products e I t i s cheaper to t r a n s p o r t crude o i l 
than to t r a n s p o r t the r e f i n e d products i n t o which i t i s t r a n s -
formed by r e f i n i n g , , Another reason i s t h a t production costs i n 
the Arab co u n t r i e s are higher than those o f r e f i n i n g u n i t s ±n 
Europe, due t o the higher c a p i t a l costs o f b u i l d i n g a r e f i n e r y 
i n a developing s e t t i n g . I n a d d i t i o n , a t a r i f f on the imports 
of r e f i n e d products i n t o Europe may be imposed, which i s not 
the case w i t h crude o i l . 
I t would be h i g h l y economic f o r the Arab countries to 
expand t h e i r r e f i n i n g c a p a c i t i e s on an i n t e g r a t e d b a s i s , not 
only to meet t h e i r f u t u r e demands at the lowest possible cost 
but also to compete e f f e c t i v e l y i n export markets outside the 
region. Table 7«3 shows c l e a r l y the over-supply s i t u a t i o n w i t h 
respect to r e f i n e d products i n 1976, and which w i l l d e f i n i t e l y 
aggravate by e a r l y 1980s as a r e s u l t o f the planned expansion 
i n r e f i n i n g c a p acity, e s p e c i a l l y i n the major o i l - p r o d u c e r s e 
Considering t h a t the m.e.s9 f o r o i l r e f i n i n g amounts to 200,000 
b a r r e l s per day, or about 10 m i l l i o n tonnes per annum, i t can 
be observed t h a t t h i s scale i s more than any one o f the Arab 
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a n t i c i p a t e d growth i n consumption which i s l i k e l y to range 
between 8 and 15 per cent per annum between 1976 and 1985? 
depending on the increase i n income l e v e l and i n d u s t r i a l 
development, only Saudi Arabia i s l i k e l y to have domestic 
consumption o f r e f i n e d products above the m.e.se outputs 
This means t h a t i n the absence o f export p o s s i b i l i t i e s , 
the e f f i c i e n t o p e r a t i o n o f an o i l r e f i n e r y i n any one o f the 
Arab countries i n v o l v e s a cost which has to be borne by the 
so c i e t y . According to estimates presented by P r a t t e n , the 
cost o f production per tonne o f r e f i n e d products increases 
by about 27 per cent i f the operating r a t e i s 50 per cent o f 
the " m 8 e » S o " and by about 63 per cent i f the operating r a t e 
12/ 
i s 20 per c e n t s — ' I n t h i s context, i t would be desirable 
f o r example to set up a r e f i n i n g u n i t i n Alexandria, Egypt, 
where i t i s possible to use crude o i l from the SUMED p i p e l i n e , 
to supply r e f i n e d products t o Egypt and the Sudan which i n 
1985 w i l l have a combined consumption o f about 210,000 b a r r e l s 
per day« Another example would be to set up a r e f i n i n g u n i t 
i n Syria to use o i l coming through p i p e l i n e from I r a q to supply 
i n a d d i t i o n to i t s e l f Lebanon and Jordan. However, t h i s could 
be d i f f i c u l t to achieve as the presence o f a r e f i n i n g capacity 
i n most countries i s considered o f s t r a t e g i c importance, not 
to mention i t s s i g n i f i c a n c e as a major p r e r e q u i s i t e f o r the 
development o f petrochemical i n d u s t r i e s . 
12/ P r a t t e n , op. cit.„ p. 35. 
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A f t e r 1975j f o l l o w i n g the sharp increase i n o i l p r i c e s , 
the Arab o i l c o u n t r i e s s t a r t e d considering spending more on 
petrochemical i n d u s t r i e s than on r e f i n i n g o The p a t t e r n o f 
investments i n these i n d u s t r i e s emphasises the need f o r r e g i o n a l 
c o o r d i n a t i o n and i n t e g r a t i o n , e s p e c i a l l y when viewing the 
petrochemical i n d u s t r i e s i n an i n t e r n a t i o n a l perspective„ 
Despite the a v a i l a b i l i t y o f huge q u a n t i t i e s o f feedstocks and 
a v i r t u a l monopoly on raw m a t e r i a l s , Arab petrochemical 
i n d u s t r i e s tend to face considerable d i f f i c u l t i e s • These 
d i f f i c u l t i e s a r i s e from both the need t o operate on a l a r g e -
scale due to the nature o f the technology u t i l i s e d and the 
h i g h e r cost o f s e t t i n g up petrochemical p l a n t s i n the Arab 
c o u n t r i e s } i n comparison w i t h i n d u s t r i a l i s e d c o u n t r i e s where 
the market p o t e n t i a l l i e s * 
I n terms of a v a i l a b l e technologies, o i l and n a t u r a l gas 
are amongst the major resources which r e q u i r e f o r t h e i r o p t imal 
use a wide market, u s u a l l y l a r g e r than what the domestic market 
can offer.. Due t o the great achievement of research and techno-
l o g y , there has been a continuous expansion o f the size o f 
production u n i t s , and subsequently of m 0e 0s 0 and the amount 
o f c a p i t a l invested. This must be seen w i t h the tendency to 
e s t a b l i s h i n t e g r a t e d petrochemical complexes (i<,e» several 
production u n i t s ) t o c a r r y out the successive processes o f 
transforming raw m a t e r i a l s and intermediate products, and thus 
improve the economics of production,, I n most cases, v e r t i c a l 
expansion i n production i s less c o s t l y than h o r i z o n t a l expansion. 
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from the standpoint o f both c a p i t a l and operating expenses. 
But the s u b s t a n t i a l investments u s u a l l y involved require 
e f f i c i e n t and continuous operation at a h i g h l e v e l , as w e l l 
as an e f f e c t i v e maintenance o f the large complexes. Moreover, 
i t i s o f t e n argued t h a t the r e l a t i v e l y h i g h r a t e o f obsolescence 
o f processes i n petrochemical i n d u s t r i e s emphasises the need t o 
recover promptly the high cost o f R & D through a high r a t i o 
of sales to investment. 
I t can be observed, t h e r e f o r e , t h a t along w i t h the 
expansion o f the average size o f petrochemical p l a n t s as a 
r e s u l t o f the expansion i n demand and t e c h n o l o g i c a l progress, 
m.e.s. has been creeping upwards<> For example, m.ees. of 
ethylene p l a n t s was u n t i l 1955 i n the range o f 20,000 to 
40,000 tonnes per annum, but increased to 100,000 tonnes per 
annum i n 1963. A f t e r t h a t , i t more than doubled to reach 200,000 
to 300,000 tonnes per annum, and by 1970 i t reached 500,000 
13/ 
tonnes per a n n u m . I t i s reported now t h a t Japan has already 
abandoned the production o f ethylene p l a n t s w i t h a capacity 
of less than 300,000 tonnes per annum. Generally, petrochemical 
p l a n t s can only be p r o f i t a b l e i f operated a t , or near, design 
capacity to reap f u l l b e n e f i t s o f scale economies. 
I t proved t o be extremely d i f f i c u l t to e s t a b l i s h the 
market f o r ethylene and other intermediate petrochemical products 
15/ H>CAS, I n d u s t r i a l Coordination Symposiums F e r t i l i z e r s and 
Petrochemical I n d u s t r i e s 9 Kuwait, 16-20 January 1971, 4/01/012, Cairo, 1972, p. 174. 
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i n the Arab c o u n t r i e s 0 Aside f r o m the l a c k o f d e t a i l e d 
s t a t i s t i c a l i n f o r m a t i o n , the market f o r such p r o d u c t s i s 
n o t a l r e a d y e s t a b l i s h e d on w e l l - d e f i n e d t r e n d s and f o r c e r t a i n 
p r o d u c t s i t needs t o be developed f i r s t 0 For i n s t a n c e , the 
p r o d u c t i o n o f e t h y l e n e must be downstreamed t o o t h e r p r o d u c t s . 
I t can be p o l y m e r i s e d d i r e c t l y t o p l a s t i c p o l y e t h y l e n e , o x i d i s e d 
t o e t h y l e n e o x i d e o r c h l o r i n a t e d t o g i v e e t h y l e n e d i c h l o r i d e 
and hence v i n y l c h l o r i d e w h i c h can i t s e l f be p o l y m e r i s e d t o 
p o l y v i n y l c h l o r i d e (PVG) 0 Thus, one can observe t h a t a wide 
range o f p e t r o c h e m i c a l i n d u s t r i e s w i l l have t o be planned 
s i m u l t a n e o u s l y i n o r d e r t o ensure the p r o p e r i n d u s t r i a l linkages» 
However, b o t h d e v e l o p i n g markets and modern p r o d u c t i o n t e c h n o -
l o g i e s demand l a r g e i n d u s t r i a l u n i t s and c a p a c i t i e s , and i t i s 
c e r t a i n t h a t the s m a l l e r o i l - p r o d u c i n g c o u n t r i e s w i l l have t o 
r e l y h e a v i l y on e x p o r t m a r k e t s , r e g i o n a l l y and i n t e r n a t i o n a l l y , 
i f s e r i o u s o v e r - c a p a c i t y i s t o be avoided„ 
The p l a n t s which are b e i n g executed o r planned i n most 
o f t he Arab c o u n t r i e s r e p r e s e n t the f i r s t g e n e r a t i o n o f p e t r o -
c h e m i c a l i n d u s t r i e S o Aside f r o m a number o f n i t r o g e n o u s f e r t i -
l i z e r p l a n t s i n Egypt, K u w a i t , Saudi A r a b i a , and Qatar, no 
i m p o r t a n t b e g i n n i n g s i n the p e t r o c h e m i c a l f i e l d were made i n 
the Arab c o u n t r i e s d u r i n g t h e 1960s<> Table 7o4 shows t h e planned 
c a p a c i t i e s o f s e l e c t e d p e t r o c h e m i c a l s i n the Arab c o u n t r i e s 
d u r i n g the p e r i o d 1979-85° I t can be d i s c e r n e d t h a t t h e r e i s 
much o v e r l a p p i n g i n planned c a p a c i t i e s , and t h a t these c a p a c i t i e s 
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can absorb, and t h i s c a r r i e s w i t h i t n o t o n l y g r o w i n g dependence 
on e x p o r t m a r k e t s , b u t a l s o the p o t e n t i a l f o r c o n f l i c t and 
c o m p e t i t i o n i n these markets. For i n s t a n c e , i t i s observed 
t h a t the Arab c o u n t r i e s w i l l c o n t r i b u t e about 3.4 p e r cent o f 
w o r l d e t h y l e n e p r o d u c t i o n i n 1985, b u t a l i t t l e l e s s t h a n h a l f 
o f Arab p r o d u c t i o n would be absorbed w i t h i n the Middle East 
area by t h a t y e a r . ^ ^ T h i s means t h a t the Arab c o u n t r i e s w i l l 
have t o f i n d markets f o r 1.5 m i l l i o n tonnes o f e t h y l e n e i n 
o t h e r p a r t s o f the w o r l d , p o s s i b l y A s i a ( n o t a b l y I n d i a ) and 
A f r i c a , and t h i s geographic c o n c e n t r a t i o n would l e a d t o severe 
c o m p e t i t i o n among them. The market f o r e t h y l e n e i n the Arab 
c o u n t r i e s i s determined by p r o d u c t i o n o f r e l a t e d i n t e r m e d i a t e 
and end-products ( i . e 8 IDPE, HDPE, e t h y l e n e o x i d e and VCM), 
which as shown i n the above Table i s r e l a t i v e l y limited„ On 
a n a t i o n a l l e v e l , I t i s u s e f u l t o observe, f o r i n s t a n c e , t h a t 
t h e p e t r o c h e m i c a l complex i n Qatar which i s based on the 
p r o d u c t i o n o f 300,000 tonnes per annum o f e t h y l e n e i s t o 
e x p o r t no l e s s t h a n o n e - t h i r d o f i t s p r o d u c t i o n and use about 
140,000 tonnes f o r t h e p r o d u c t i o n o f low d e n s i t y p o l y e t h y l e n e . 
The f a c t t h a t the p e t r o c h e m i c a l development i n the Arab 
c o u n t r i e s i s s t i l l i n i t s v e r y e a r l y s tages makes i t e x t r e m e l y 
d i f f i c u l t t o p u t r e a l i s t i c bounds t o the r e g i o n a l o r n a t i o n a l 
m a r k e t s . I t i s p o s s i b l e t o have v e r y l a r g e changes i n demand 
f o r a p r o d u c t by t h e e s t a b l i s h m e n t o f j u s t one new consuming 
14/ See UEIDO, F i r s t World-Wide Study on P e t r o c h e m i c a l I n d u s t r y , 
op. c i t e , pp. 241=242. 
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p l a n t o For i n s t a n c e , the demand f o r d i m e t h y l t J a e r e p t a l a t e 
and e t h y l e n e g l y c o l would i n c r e a s e f r o m zero t o s e v e r a l t e n s 
o f thousands o f tonnes w i t h i n a s h o r t p e r i o d as new p o l y e s t e r 
f i b r e f a c i l i t i e s are e s t a b l i s h e d . A c c o r d i n g t o a s t u d y prepared 
15/ 
f o r IDCAS by Chem Systems I n t e r n a t i o n a l L t d . , — r o n l y a few 
p e t r o c h e m i c a l p r o d u c t s can be based on the r e g i o n a l market. 
These i n c l u d e p o l y p r o p y l e n e which c o u l d be used f o r p r o d u c i n g 
packaging m a t e r i a l f o r f e r t i l i z e r p r o d u c t s i n the region? 
d i m e t h y l t h e r e p t a l a t e the demand f o r which i s expected t o 
in c r e a s e r a p i d l y as a r e s u l t o f the development o f p o l y s t e r 
f i b r e i n d u s t r i e s ? and, v i n y l c h l o r i d e monomer which w i l l be 
i n c r e a s i n g l y used f o r the p r o d u c t i o n o f PVC f o r consumer uses 
as w e l l as f o r i n d u s t r i a l and c o n s t r u c t i o n a p p l i c a t i o n s as 
i n the case o f most developed c o u n t r i e s . C u r r e n t demand f o r 
o t h e r p e t r o c h e m i c a l s i s l i k e l y t o remain modest o r in c r e a s e 
a t a slow r a t e , hence g e n e r a t i n g s u b s t a n t i a l s u r p l u s e s f o r 
e x p o r t . Amongst these p r o d u c t s are e t h y l e n e g l y c o l , h i g h 
d e n s i t y p o l y e t h y l e n e , s t y r e n e ( o n l y i n Egypt t h e supply/demand 
s i t u a t i o n w i l l be br o u g h t t o balance by 1985), p o l y s t e r e n e , 
and xyleneso I t i s t o be remarked t h a t most o f the Arab 
c o u n t r i e s have l a r g e - s c a l e low d e n s i t y p o l y e t h y l e n e u n i t s i n 
t h e i r p e t r o c h e m i c a l p l a n t s f o r t h e 1980s, and a l t h o u g h t h e r e 
i s a s u b s t a n t i a l demand f o r t h i s p r o d u c t i n t h e r e g i o n i t i s 
expected t h a t i f a l l p l a n s come t o f r u i t i o n t h e r e w i l l be a 
s u b s t a n t i a l e x p o r t p o t e n t i a l by 1985. 
15/ Chem Systems I n t e r n a t i o n a l L t d . , F e a s i b i l i t y S t u d i e s f o r the 
Development o f O l e f i n and Aro m a t i o s I n d u s t r i e s f o r I n t e r n a -
t i o n a l and N a t i o n a l Markets i n Arab S t a t e s , V o l 0 I , January 
1976, London ? pp. 1-4 t o 1=13. 
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Much o f t h e success o f the Arab c o u n t r i e s i n b u i l d i n g 
up p e t r o c h e m i c a l i n d u s t r i e s depends, t h e r e f o r e , on t h e i r 
a b i l i t y t o mi n i m i s e p r o d u c t i o n c o s t s , i n comparison w i t h o t h e r 
producerso Undoubtedly, t he Arab c o u n t r i e s p r o v i d e an i d e a l 
l o c a t i o n f o r such i n d u s t r i e s , due t o b o t h the a v a i l a b i l i t y o f 
investment funds and the f a c t t h a t the c o s t s o f o i l and n a t u r a l 
gas i n them compare f a v o u r a b l y w i t h t h e i r c o s t s elsewhere„ 
But as one can p e r c e i v e f r o m the p r e c e d i n g d i s c u s s i o n , h i g h 
o p e r a t i n g c o s t s , due t o the smallness o f t h e market on the 
b a s i s o f which the Arab p e t r o c h e m i c a l i n d u s t r i e s would have 
t o o perate a t l e a s t i n the s h o r t e r - r u n , coupled w i t h h i g h 
c a p i t a l c o s t s o f c o n s t r u c t i n g these i n d u s t r i e s , reduce c o n s i -
d e r a b l y the advantage o f h a v i n g cheap raw m a t e r i a l s . 
I t i s known t h a t p r o d u c t i o n c o s t s o f p e t r o c h e m i c a l s 
v a r y c o n s i d e r a b l y f r o m one p l a n t t o a n o t h e r , depending on -the 
s i z e o f the p l a n t , the process used, p r i c e o f raw m a t e r i a l s 
and energy, a v a i l a b i l i t y o f s k i l l s , i n v e s t m e n t c o s t s (and 
d e p r e c i a t i o n r a t e ) , and l o c a t i o n a l advantages,, T h i s makes i t 
p o s s i b l e t o have d i f f e r e n t c a p i t a l c o s t s f o r v a r i o u s l o c a t i o n s , 
even though the machinery and process t e c h n o l o g i e s i n v o l v e d 
are i m p o r t e d f r o m t he same sou r c e . A c c o r d i n g l y , i t i s u s e f u l 
t o d i s t i n g u i s h t h e c o s t changes due t o d i f f e r e n c e s i n s c a l e 
f r o m those caused by o t h e r v a r i a b l e s e 
Table 7o5 shows t h a t the c a p i t a l c o s t s o f a p l a n t i n 
th e A r a b i a n G-ulf are s i g n i f i c a n t l y h i g h e r t h a n i n Western Europe 
- 3 , 2 5 -
TABLE 7 . 5 
Comparison o f P l a n t C a p i t a l Costss 
Western Europe v s . A r a b i a n 
G u l f 
Wo Europe A r a b i a n G u l f {%) 
I t e m % Low H i g h "Best E s t i m a t e 
Equipment 5 0 . 0 5 5 . 0 6 0 o 0 5 8 . 0 
C i v i l Work 5 . 0 5 . 0 6 . 0 6 . 0 
E r e c t i o n 3 0 o 0 3 0 0 0 4 0 . 0 3 6 . 0 
E n g i n e e r i n g & procurement 1 0 . 0 1 1 . 0 1 3 . 0 1 2 . 0 
E n g i n e e r i n g s e r v i c e s 5 . 0 6 . 0 8 . 0 7 . 0 
T o t a l 1 0 0 o O 1 0 7 . 0 1 2 7 . 0 1 1 9 . 0 
I n c r e m e n t a l c o n s t r u c t i o n 
p e r i o d (months) - 3 1 2 6 
I n c r e m e n t a l c o s t due t o 
i n t e r e s t o v e r l o n g e r 
c o n s t r u c t i o n p e r i o d 
(% o f t o t a l - 2 . 5 1 0 5 
O v e r a l l c o s t r a t i o 1 . 0 0 l o 1 0 l U o 1 . 2 5 
Sources Chem Systems I n t e r n a t i o n a l L t d . , opa, c i t o 0 
p. I I 1 - 2 6 . 
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by 25 per c e n t on the a v e r a g e . — ' The c o s t d i f f e r e n t i a l c o u l d 
v a r y f r o m one G u l f c o u n t r y t o a n o t h e r depending on t h e degree 
o f development o f i n f r a s t r u c t u r e and the t y p e o f p l a n t c o n s i d e r e d 0 
As can be seen f r o m the above T a b l e , d i f f e r e n c e s i n c o s t s r e s u l t 
f r o m a number o f f a c t o r s , i n c l u d i n g s h i p p i n g c o s t s f o r equipment 
and m a t e r i a l s , d i f f e r e n t d e s i g n parameters a r i s i n g f r o m tempera-
t u r e and c l i m a t i c c o n d i t i o n s , t r a v e l and maintenance c o s t s o f 
e x p a t r i a t e employees, and l a c k o f p r o p e r i n d u s t r i a l i n f r a -
s t r u c t u r e , , Moreover, l o n g e r c o n s t r u c t i o n t i m e , rangang between 
30 and 50 p e r cent more t h a n i n Europe, adds up t o c o s t s * 
T h i s makes i t t o the advantage o f t h e Arab c o u n t r i e s t o 
opt f o r l a r g e s i z e p e t r o c h e m i c a l p l a n t s , i n o r d e r t o b e n e f i t 
f r o m economies o f s c a l e and reduce u n i t - c o s t t o improve 
i n t e r n a t i o n a l c o m p e t i t i v e n e s s . I t i s envisaged t h a t by 
t r e b l i n g p r o d u c t i o n c a p a c i t y , i t would be p o s s i b l e t o save 
between 20 and 45 per c e n t i n i n v e s t m e n t , depending on the 
p r o d u c t and the process used, and a l s o o p e r a t i o n a l p r o f i t a b i l i t y 
would improve as a r e s u l t o f l o w e r wages, and l o w e r d e p r e c i a t i o n 
and maintenance c o s t s as per u n i t o f production,, D e s p i t e the 
l a c k o f d e f i n i t e i n f o r m a t i o n on Arab market s i z e s f o r p e t r o -
c h e m i c a l s , i t can be presumed t h a t m 0 e o S 0 cannot be a t t a i n e d 
16/ I t ought t o be remarked t h a t c a p i t a l c o s t s have grown c o n s i -
derably w i t h the s c a l e o f p l a n t . A new e t h y l e n e p l a n t w i t h 
an a n n u a l c a p a c i t y o f 500,000 tonnes p e r annum c o s t s about 
$400 m i l l i o n i f b u i l t i n an e x i s t i n g s i t e , b u t over $500 
m i l l i o n i f a new s i t e i s t o be e x p l o i t e d 0 A c c o r d i n g t o a 
survey c a r r i e d o u t by the Chemical I n d u s t r i e s A s s o c i a t i o n 
o f the U o K o 9 p l a n t and c o n s t r u c t i o n c o s t s i n the U o K . have 
gone f r o m a c o s t i n d e x 100 i n 1970 t o 275 i n 1977 and i s 
expected t o r e a c h 396 by 1980„ T h i s means t h a t w i t h i n a 
decade (1970-80) the c o s t o f b u i l d i n g the same p l a n t i n c r e a s e d 
by f o u r t i m e s , w i t h o u t c o u n t i n g a d d i t i o n a l equipment f o r 
p o l l u t i o n abatement and energy conservation.) See UNIDO, 
F i r s t World-Wide Study on the P e t r o c h e m i c a l Industry„ 
op» c l t . 9 p. 7. 
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on a n a t i o n a l b a s i s f o r the m a j o r i t y o f b a s i c and i n t e r m e d i a t e 
p e t r o c h e m i c a l i n d u s t r i e s , and t h a t r e g i o n a l i n t e g r a t i o n i s 
d e s i r a b l e t o a t t a i n the o b j e c t i v e s o f i n d u s t r i a l i s a t i o n more 
e f f i c i e n t l y . ^ - ^ Table 7»6 g i v e s a g e n e r a l i d e a o f the p r o b a b l e 
impact o f c a p a c i t y on i n v e s t m e n t cost and o p e r a t i o n a l p r o f i t -
a b i l i t y i n the p e t r o c h e m i c a l i n d u s t r y . I t can be n o t i c e d t h a t 
t h e c a p i t a l c o s t p e r tonne o f c a p a c i t y decreases w i t h the 
i n c r e a s e i n d e s i g n c a p a c i t y , as i t amounts t o £75 w i t h a 
c a p a c i t y o f 20,000 tonnes and £56.7 w i t h a c a p a c i t y o f 60,000 
to n n e s . Moreover, i t can be n o t i c e d t h a t t h e o p e r a t i n g 
expenses decrease f r o m £20 t o £17 p e r tonne o f d e s i g n c a p a c i t y 
w i t h the above s h i f t . A c c o r d i n g l y , the r a t e o f r e t u r n on 
i n v e s t m e n t i n c r e a s e s f r o m 13.3 per cent t o 25.6 per c e n t . T h i s 
h e l p s t o i l l u s t r a t e the importance o f the s i z e o f t h e market 
on the v i a b i l i t y o f the p e t r o c h e m i c a l i n d u s t r y 
I n t h e l i g h t o f the f o r e g o i n g d i s c u s s i o n , i t seems t h a t 
t he development o f the p e t r o c h e m i c a l i n d u s t r y c a l l s f o r c o n s o r t e d 
17/ I t must be r e c o g n i s e d t h a t w i t h the i n c r e a s e i n o i l p r i c e s 
a f t e r 1973 the p r o d u c t i o n c o s t s t r u c t u r e o f the w o r l d p e t r o -
c h e m i c a l i n d u s t r y changed c o n s i d e r a b l y . I n 1972, f e e d s t o c k 
and energy accounted f o r about 44 per cent o f the p r o d u c t i o n 
c o s t o f e t h y l e n e , b u t i n c r e a s e d t o 73 p e r cent i n 1978. 
Consequently, the p r o p o r t i o n r e p r e s e n t e d by a m o r t i s a t i o n and 
r e t u r n on i n v e s t m e n t d e c l i n e d f r o m 40 t o 19 per cent o f 
p r o d u c t i o n c o s t i n 1972 and 1978, r e s p e c t i v e l y . Such change 
i n c o s t s t r u c t u r e g i v e s t h e Arab c o u n t r i e s the chance t o 
s e t up s m a l l e r p l a n t s , b u t the need t o o f f s e t h i g h e r c a p i t a l 
and t r a n s p o r t a t i o n c o s t s mentioned above r e t a i n s the d e s i r a -
b i l i t y o f l a r g e - s c a l e p l a n t s . 
18/ T h i s p o i n t i s d i s c u s s e d i n d e t a i l w i t h r e s p e c t t o ammonia/urea 
which i s a major i n g r e d i e n t f o r p r o d u c i n g f e r t i l i z e r s , i n 
Chapter E i g h t , where a m e t h o d o l o g i c a l s t u d y i s made. 
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TABLE 7.6 
Impact o f C a p a c i t y on O p e r a t i o n a l 
P r o f i t a b i l i t y i n P e t r o c h e m i c a l I n d u s t r y 
P l a n t A P l a n t B P l a n t C 
C a p a c i t y ( i n tonnes per y e a r ) 20,000 40,000 60,000 
Fi x e d c a p i t a l , i n c l u d i n g 
b u i l d i n g s ( i n m i l l i o n £) l e 5 2.5 3.4 
Annual p r o d u c t i o n expenses ( i n £)s 
- Raw m a t e r i a l s 652,000 1,314,000 1,971,000 
- O p e r a t i n g expenses 400,000 720,000 1,020,000 
- D e p r e c i a t i o n (10%) 150,000 250,000 340,000 
Sales revenues ( i n £) 1,400,000 2,800,000 4,200,000 
I n t e r n a l r a t e o f r e t u r n 13.2% 20.6% 25.6% 
Source; CAEU, A Working Paper on the C r e a t i o n o f An Arab 
F e d e r a t i o n f o r P e t r o c h e m i c a l I n d u s t r i e s 9 C a i r o , 
1977 ( ? ) , p. 9 ( i n A r a b i c ) . 
e f f o r t s among the Arab c o u n t r i e s i n b o t h the p r o d u c t i o n and 
m a r k e t i n g f i e l d s . There are d e f i n i t e economic g a i n s f r o m 
c o o r d i n a t i n g i n v e s t m e n t d e c i s i o n s i n o r d e r t o o p t i m i s e t he 
performance o f f a c t o r s o f p r o d u c t i o n and a v o i d h a r m f u l d u p l i -
c a t i o n i n p r o d u c t i o n f a c i l i t i e s . I t would be m u t u a l l y b e n e f i c i a l 
i f the Arab c o u n t r i e s s p e c i a l i s e i n p e t r o c h e m i c a l p r o d u c t i o n and 
cooperate i n b u i l d i n g up j o i n t t e r m i n a l l i n g , s t o r a g e and d i s t r i -
b u t i o n f a c i l i t i e s e s p e c i a l l y t h a t t h e y have t o demonstrate 
s e c u r i t y o f s u p p l y t o e x p o r t m a r k e t s . T h i s r e q u i r e s the f o r m u -
l a t i o n o f an Arab s t r a t e g y which would r e g a r d t h e Arab r e g i o n 
as an i n t e g r a t e d economic u n i t f o r p e t r o c h e m i c a l s and e n t a i l 
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the c r e a t i o n o f j o i n t m a r k e t i n g a c t i v i t i e s t o a v o i d unnecessary 
c o m p e t i t i o n and p e r m i t market e n t r y c o s t s t o be shared among 
the c o u n t r i e s concerned. Such a s t r a t e g y , a s i d e f r o m e n s u r i n g 
a g r o w i n g r e g i o n a l market f o r p e t r o c h e m i c a l s t o f a l l back upon 
i n case o f d i f f i c u l t i e s o r u n d e s i r a b l e f l u c t u a t i o n s i n w o r l d 
m a r k e t s , s t r e n g t h e n s the b a r g a i n i n g power o f the Arab c o u n t r i e s 
i n m a r k e t i n g t h e i r p r o d u c t s and o b t a i n i n g i n d u s t r i a l l i c e n s e s . 
I t i s o f g r e a t s i g n i f i c a n c e t o r e a l i s e t h a t t h e p e t r o -
c h e m i c a l i n d u s t r i e s which are b e i n g e s t a b l i s h e d i n the Arab 
c o u n t r i e s are e n c l a v e s w i t h i n the n a t i o n a l economies. Aside 
f r o m b e i n g designed and executed by f o r e i g n e n g i n e e r i n g and 
c o n t r a c t i n g f i r m s , the c a p i t a l e x p e n d i t u r e s are p a r t i a l l y 
c h a n n e l l e d t o t h e o u t s i d e , and t h e i r o p e r a t i o n and main-
tenance t e n d t o be h i g h l y dependent on e x p a t r i a t e s . 
But t h e p e t r o c h e m i c a l i n d u s t r y c o u l d be p a r t l y b u i l t 
up as a c e n t r e f o r s m a l l e r i n d u s t r i a l u n i t s . The p r o d u c t i o n 
c h a i n which c o u l d emerge f r o m the p e t r o c h e m i c a l i n d u s t r y 
i n v a r i o u s d i r e c t i o n s would d e f i n i t e l y a m p l i f y the domestic 
e f f e c t s and induce t h e g e n e r a t i o n o f i n v e s t m e n t and employ-
ment o p p o r t u n i t i e s . S y n t h e t i c f i b r e s ( p o s s i b l y blended 
w i t h c o t t o n ) p r o v i d e the b a s i c raw m a t e r i a l s f o r the t e x t i l e 
i n d u s t r i e s which are c o n s i d e r a b l y more l a b o u r - i n t e n s i v e 
t h a n p e t r o c h e m i c a l p l a n t s and which i n t u r n c r e a t e demand 
f o r machine t o o l s and equipment. Ammonia and u r e a are 
major i n g r e d i e n t s f o r the p r o d u c t i o n o f n i t r o g e n o u s f e r t i l i z e r 
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which i s a major i n p u t f o r the i n t e n s i f i c a t i o n and expansion 
o f a g r i c u l t u r a l a c t i v i t y , , Low d e n s i t y p o l y e t h y l e n e p r o v i d e s 
the o p p o r t u n i t y o f s e t t i n g up packaging m a t e r i a l i n d u s t r i e s , 
p o s s i b l y t o c a t e r f o r the f e r t i l i z e r and f o o d i n d u s t r i e s , , 
High d e n s i t y p o l y e t h y l e n e and p o l y v i n y l c h l o r i d e p r o v i d e s 
the b a s i c raw m a t e r i a l s f o r a wide range o f i n d u s t r i e s r e l a t e d 
t o a g r i c u l t u r a l usage ( e . g . p i p e s ) and c o n s t r u c t i o n a c t i v i t i e s 
( e . g . f l o o r i n g , r o o f i n g , w a l l s , e t c . ) . B l a c k carbon c o u l d 
be used t o produce s y n t h e t i c r u b b e r f o r t h e manufacture o f t y r e s 
f o r c a r s , t r u c k s and t r a c t o r s . A l l o f t h e above p r o d u c t s are 
e s s e n t i a l f o r a modern s o c i e t y , and w i l l be developed i n the Arab 
r e g i o n , though some b e g i n n i n g s have been made i n the p r o d u c t i o n 
o f t y r e s i n Egypt and p o l y e t h y l e n e r e l a t e d i n d u s t r i e s i n t h e 
G u l f . 
M e t a l l u r g i c a l I n d u s t r i e s 
One o f the m a j o r f a c e t s o f the r a p i d socio-economic 
t r a n s f o r m a t i o n i n the Arab c o u n t r i e s r e l a t e s t o the development 
o f m e t a l l u r g i c a l i n d u s t r i e s . These i n d u s t r i e s u s u a l l y t r a n s m i t 
i m p u l s e s t h r o u g h l i n k a g e mechanisms t o o t h e r i n d u s t r i e s , o f 
which t h e most prominent are m e t a l w o r k i n g and c o n s t r u c t i o n 
i n d u s t r i e s which p r o v i d e t h e main source o f c a p i t a l f o r m a t i o n 
r e q u i r e d f o r a c c e l e r a t i n g economic g r o w t h . I n p o i n t o f f a c t , 
the a v a i l a b i l i t y o f huge q u a n t i t i e s o f n a t u r a l gas i n the Arab 
r e g i o n o f f e r s the o p p o r t u n i t y o f d e v e l o p i n g two i m p o r t a n t 
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m e t a l l u r g i c a l i n d u s t r i e s ? i r o n and s t e e l , and aluminiumo 
The p o t e n t i a l f o r i n t e g r a t i o n i n these two i n d u s t r i e s w i l l 
be o u t l i n e d i n the p r e s e n t section., 
A l t h o u g h i r o n and s t e e l i s m a i n l y developed i n c o u n t r i e s 
which have a s t r o n g i n d u s t r i a l t r a d i t i o n , d e v e l o p i n g c o u n t r i e s 
are r a p i d l y i n c r e a s i n g t h e i r own p o t e n t i a l t o produce s t e e l o 
While t h e d e v e l o p i n g c o u n t r i e s possess about 30 per cent o f 
the w o r l d r e s e r v e s o f i r o n o r e , t h e y c o n t r i b u t e d o n l y 10 per 
cent o f w o r l d i r o n and s t e e l p r o d u c t i o n i n 1977» There i s a 
h i g h c o r r e l a t i o n between the s i z e o f the c o u n t r y and the 
e x i s t e n c e o f an i r o n and s t e e l i n d u s t r y and i t s s t r u c t u r e 0 
T h i s i s shown by the f a c t t h a t w i t h the e x c e p t i o n o f Qatar and 
Abu D h a b i , which are i n an e x c e p t i o n a l s i t u a t i o n as o i l 
p r o d u c e r s , no c o u n t r y w i t h l e s s t h a n one m i l l i o n i n h a b i t a n t s 
has c o n s i d e r e d t h e e s t a b l i s h m e n t o f an i r o n and s t e e l project<> 
A l s o no d e v e l o p i n g c o u n t r y w i t h l e s s t h a n t e n m i l l i o n i n h a b i t a n t s 
( e x c e p t C h i l e ) possesses o r has c o n s t r u c t e d a c a p a c i t y f o r 
the p r o d u c t i o n o f f l a t p r o d u c t s , and no d e v e l o p i n g c o u n t r y 
w i t h l e s s t h a n 3,0-40 m i l l i o n i n h a b i t a n t s (except A l g e r i a 9 
A r g e n t i n e , and C h i l e ) possesses o r has c o n s t r u c t e d a c a p a c i t y 
i q / 
f o r t h e p r o d u c t i o n o f f i n e and a l l o y s t e e l s o ^ 3 * 
The i r o n and s t e e l i n d u s t r y i s c a p i t a l - i n t e n s i v e w i t h 
a s p e c i f i c r e q u i r e m e n t o f about $1000 f o r each tonne per annum 
19/ UNIDO, The World I r o n and S t e e l I n d u s t r y , UNLDO/ICIS Q89, 
20 November 1978, p 0 69. 
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o f s t e e l - i n g o t p r o d u c t i o n c a p a c i t y * A d d i t i o n a l i n v e s t m e n t 
"upsteam" ( i . e . f o r s u p p l y o f the necessary i n p u t s ) , and 
"downstream" ( i . e . f o r p r o c e s s i n g o f s t e e l i n manufactured 
p r o d u c t s ) w i l l have t o be un d e r t a k e n and may amount t o i n v e s t -
ments o f t h e same o r d e r . About 3 tonnes o f o r e , c o k i n g c o a l , 
o u t s i d e s c r a p , o i l and f l u x e s are needed t o produce one tonne 
o f s t e e l . The marketable o u t p u t can be e s t i m a t e d a t r o u g h l y 
one tonne per tonne o f s t e e l i n g o t produced. Thus, a c o u n t r y 
p r o d u c i n g 100 tonnes o f s t e e l per annum needs t o secure a 
y e a r l y i n p u t o f some 300 tonnes o f raw m a t e r i a l s and an o u t l e t 
f o r some 100 tonnes o f p r o d u c t s , b y - p r o d u c t s and o t h e r m a t e r i a l s . 
A l t h o u g h t h i s i n d u s t r y i s a l a r g e buyer o f heavy c a p i t a l goods 
and t h i s r e p r e s e n t s a heavy burden on t h e balance o f payments, 
i t saves f o r e i g n exchange by r e d u c i n g t he i m p o r t s o f s t e e l . 
The w o r l d demand f o r s t e e l has been i n c r e a s i n g r a p i d l y . 
I t i n c r e a s e d f r o m 269 m i l l i o n tonnes i n 1955 t o 683 m i l l i o n 
tonnes i n 1976. The l a r g e r p a r t o f s t e e l p r o d u c t i o n i s 
c o n c e n t r a t e d i n the i n d u s t r i a l i s e d c o u n t r i e s , w i t h the USSR, 
USA and Japan a c c o u n t i n g i n 1976 f o r about 54.2 per cent o f 
w o r l d p r o d u c t i o n ( a g a i n s t 59»6 per cent i n 1955). Consumption 
o f s t e e l p e r c a p i t a p e r annum ranges between 400 and 500 k i l o -
grammes i n the developed c o u n t r i e s , whereas i t i s l e s s t h a n 
30 kilogrammes i n the d e v e l o p i n g c o u n t r i e s i n A s i a and A f r i c a . 
T h i s i n d i c a t e s the need t o i n c r e a s e p r o d u c t i o n i n d e v e l o p i n g 
c o u n t r i e s as the process o f economic development proceeds, 
e s p e c i a l l y i n those c o u n t r i e s which possess i r o n o r e , sources 
20/ See UNID0 9 Problems and O p p o r t u n i t i e s i n the World's I r o n 
and S t e e l I n d u s t r y . imiD0/I0D.50« 22 November 1976, pp. 5-6. 
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o f power 9 and space 0 A c c o r d i n g t o the UNIDO I n d u s t r i a l 
Conference h e l d i n March 1975 i n Lima, Peru, i r o n and s t e e l 
p r o d u c t i o n o f d e v e l o p i n g c o u n t r i e s s h o u l d account f o r 25 
per ce n t o f w o r l d p r o d u c t i o n by the ye a r 2000. 
I n c u r r e n t i r o n m a k i n g p r a c t i c e , the t e r m " i r o n o r e " i s 
used t o denote any i r o n - b e a r i n g m a t e r i a l which can be 
e c o n o m i c a l l y used t o manufacture p i g - i r o n . P i g - i r o n i s the 
i n t e r m e d i a t e f o r m t h r o u g h which almost a l l i r o n must pass i n 
2 1 / 
the manufacture o f S t e e l e — = * Most p i g - i r o n i s produced by 
the b l a s t f u r n a c e r o u t e and the b a s i c oxygen system (BOS) which 
r e q u i r e h i g h - g r a d e coke o b t a i n e d f r o m c o k i n g c o a l 0 The f a c t 
t h a t about 95 per cent o f c o k i n g c o a l i s a v a i l a b l e i n developed 
c o u n t r i e s e x p l a i n s why these c o u n t r i e s have developed a 
p r o d u c t i o n r o u t e s t a r t i n g f r o m coke and c o k i n g c o a l as a 
r e d u c i n g agent. On t h e o t h e r hand, t h e d e v e l o p i n g c o u n t r i e s 
are much b e t t e r endowed w i t h n a t u r a l gas and o i l , h a v i n g about 
45.8 p e r cent and 79 per cent o f w o r l d r e s e r v e s , r e s p e c t i v e l y . 
Moreover, these c o u n t r i e s have about 63 p e r cent o f w o r l d 
h y d r o e l e c t r i c p o t e n t i a l W i t h t h e r e c e n t development o f an 
a l t e r n a t i v e p r o d u c t i o n r o u t e based on the d i r e c t r e d u c t i o n (DR) 
pr o c e s s , t h e o i l - and ga s - p r o d u c i n g c o u n t r i e s have emerged 
as p o t e n t i a l producers o f i r o n and s t e e l , e s p e c i a l l y as t h e y 
have s u f f i c i e n t i n v e e t i b l e f u n d s . The DR process was developed 
2 1 / For a r e v i e w o f t e c h n o l o g i e s used i n the i r o n and s t e e l 
i n d u s t r y , see UNIDO, T e c h n o l o g i c a l P r o f i l e s on the I r o n 
and S t e e l I n d u s t r y , Development and T r a n s f e r o f Technology 
S e r i e s No. 1 1 , U n i t e d N a t i o n s , New Y o r k , 1978. 
22/ UNIDO, The World I r o n and S t e e l I n d u s t r y , op. cit.« pp. 77-79. 
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f i r s t i n Mexico i n 1957 t o make use o f n a t u r a l gas a v a i l a b l e 
d o m e s t i c a l l y and t o e l i m i n a t e i m p o r t s o f s c r a p i r o n and c o k i n g 
coale N a t u r a l gas p r o v i d e s b o t h a r e d u c i n g agent t o remove 
oxygen f r o m i r o n o r e , and a cheap source o f e l e c t r i c a l e n e r g y B 
T h i s process makes i t p o s s i b l e t o achieve economies i n the 
c o s t l y heavy i n s t a l l a t i o n s and t o pass d i r e c t l y f r o m i r o n ore 
t o sponge i r o n which i s capable o f b e i n g charged i n t o an 
e l e c t r i c f u r n a c e t o be c o n v e r t e d i n t o s t e e l o 
The n o n - a v a i l a b i l i t y o f c o k i n g c o a l i n the Arab c o u n t r i e s 
and t he abundant a v a i l a b i l i t y o f n a t u r a l gas suggest the p o s s i = 
b i l i t y o f g r e a t e r use o f DR processes i n these c o u n t r i e s t o 
produce sponge i r o n 0 I t i s e s t i m a t e d t h a t u s i n g t he gas which 
i s p r e s e n t l y f l a r e d o f f c o u l d produce 240 m i l l i o n tonnes o f 
sponge i r o n per a n n u m . ^ I n the Arab c o u n t r i e s covered i n t h i s 
s t u d y 9 t h e r e are no i r o n o r e s which are o f h i g h enough p u r i t y 
and q u a l i t y , and the range o f ore s w h i c h can be used i n DR 
i n s t a l l a t i o n s i s s t i l l r e l a t i v e l y small© But s i z e a b l e i r o n o r e 
d e p o s i t s e x i s t i n o t h e r Arab c o u n t r i e s l i k e M a u r i t a n i a , Morocco, 
A l g e r i a j T u n i s i a , and Libya„ However, sponge i r o n i s a p o s s i b l e 
s u b s t i t u t e f o r s c r ap i r o n and i t s use i s now w e l l e s t a b l i s h e d , 
a s i d e f r o m the f a c t t h a t t r a n s p o r t i n g i t o v e r l o n g d i s t a n c e s 
has a l r e a d y been p r o v e d 0 I t i s c o n s i d e r e d as a h i g h - q u a l i t y 
p r o d u c t w h i c h can be used n o t o n l y f o r the p r o d u c t i o n o f o r d i n a r y 
s t e e l b u t a l s o f o r f i n e and a l l o y s t e e l s o I n the Arab r e g i o n , 
23/ I b i d o t po 82» 
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i t can be used i n e x i s t i n g s t e e l making p l a n t s as i n E g y p t , 
o r as t h e b a s i s f o r t h e development o f i n t e g r a t e d p l a n t s w i t h 
e l e c t r i c arc f u r n a c e s t o t r a n s f o r m i t i n t o s t e e l as envisaged 
i n most o f the A r a b i a n G-ulf countries„ 
On the whole, the i r o n and s t e e l i n d u s t r y i n the Arab 
c o u n t r i e s i s o f a r e c e n t o r i g i n and s t i l l underdeveloped„ But 
most Arab c o u n t r i e s are c o n s i d e r i n g s e t t i n g up s t e e l i n d u s t r i e s 
t o e x p l o i t more f u l l y a v a i l a b l e raw m a t e r i a l s and o t h e r n a t u r a l 
r e s o u r c e s i n c l u d i n g n a t u r a l g a s c I t i s t o be r e c a l l e d t h a t 
Egypt was the f i r s t Arab c o u n t r y t o e s t a b l i s h an i n t e g r a t e d 
i r o n and s t e e l complex a t Helwan i n 1958 ( f o l l o w e d by T u n i s i a 
i n 1966 and A l g e r i a i n 1969) Most o f the s t e e l produced 
i n t h e Arab c o u n t r i e s i s l a t e r processed t h r o u g h r o l l i n g m i l l s 
t o produce s t e e l r o d s f o r c o n s t r u c t i o n , o r t h r o u g h o t h e r p l a n t s 
t o produce s t e e l pipes„ A number o f s m a l l p l a n t s c o n t a i n i n g 
s m e l t e r s and l i m i t e d c a p a c i t y r o l l i n g m i l l s are found i n the 
Arab c o u n t r i e s , and these r e l y l a r g e l y on i m p o r t e d o r l o c a l l y 
a v a i l a b l e s c r a p 0 B u t many o f the e x i s t i n g p l a n t s are w o r k i n g 
below c a p a c i t y , m a i n l y due t o the l a c k o f raw m a t e r i a l s ( i . e . 
scrap and/or b i l l e t s ) and some p l a n t s s u f f e r f r o m imbalance 
between m e l t i n g and r o l l i n g c a p a c i t i e s such t h a t one o r the 
25/ 
o t h e r may n o t be f u l l y u t i l i s e d o — ' 
24/ The whole Arab World c o n t r i b u t e s o n l y 0.1 per cent o f w o r l d 
s t e e l p r o d u c t i o n , and o n l y t h r e e c o u n t r i e s , E gypt, A l g e r i a , 
and T u n i s i a , c o n t r i b u t e 90 per c e n t o f t o t a l Arab p r o d u c t i o n . 
25/ See Omar G r i n e , " T r a n s f e r o f Technology i n the Arab S t e e l 
I n d u s t r y " , i n A.B. Zahlan ( e d 0 ) . Technology T r a n s f e r and 
Change i n the Arab World (Londons Pergamon Pr e s s , 1978), 
p. 459. 
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Table 7 o 7 summarises the planned c a p a c i t i e s f o r the 
production of i r o n and s t e e l i n selected Arab countries <> I t 
can be observed t h a t there i s a c l e a r s h i f t to the use o f DR 
process, which i s more advantageous than the t r a d i t i o n a l 
i n t e g r a t e d or semi-integrated b l a s t furnace p l a n t s 0 Aside 
from using cheap n a t u r a l gas as a reducing agent, t h i s process 
can be employed e f f i c i e n t l y at a capacity o f 6 0 0 , 0 0 0 tonnes 
per annum against 9 m i l l i o n tonnes per annum f o r the c l a s s i c a l 
p l a n t (see Table 7=1), 
Table 7 « 8 presents the demand/supply s i t u a t i o n f o r 
i r o n and s t e e l i n the Arab countries i n 1 9 7 7 and a f o r e c a s t 
f o r 1 9 8 0 0 I t i s observed t h a t the m a j o r i t y o f the Arab c o u n t r i e s 
depend on imports o f i r o n and s t e e l , though i n v a r y i n g degrees„ 
Although t h i s dependence i s l i k e l y t o decrease i n some co u n t r i e s 
(nota b l y Saudi Arabia and Syria) as a r e s u l t o f the increase 
i n domestic production, the surge i n development spending i n 
other Arab countries i s l i k e l y t o perpetuate, i f not increase, 
the dependence on imports,, However, the o i l - p r o d u c i n g countries 
are l i k e l y to reach a s i t u a t i o n i n which s t e e l production w i l l 
d e f i n i t e l y o u t s t r i p l o c a l demand, and export markets w i l l have 
to be sought» For instance, Qatar Ste e l Company markets at 
present only 3 0 per cent o f i t s production d o m e s t i c a l l y , and 
exports the r e s t to Saudi Arabia and the United Arab Emirates 
which w i l l soon have t h e i r own s t e e l p r o d u c t i o n A s a matter 
o f f a c t , some consider Saudi Arabia as p o t e n t i a l l y the world's 
2 6 / See Arab Economist, op 0 c i t - , p e 1 4 o 
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TABLE 7 o 7 
SELECTED ARAB COUNTRIES: Major I r o n and S t e e l 
P r o j e c t s Planned, 1 9 7 8 - 8 5 
Country/ 
S i t e Type 
Annual Capacity Cost Completion 






Khor E l -
Zubair 
Saudi A r a b i a 






R o l l i n g m i l l 
Pipe m i l l 
U 0 A 0 E o 
Abu Dhabi: DR steelworks 
Ruweis and/or sponge 
i r o n p l a n t 
Dubais DR steelworks 
J e b e l A l i 
Egypt 
Egyptian 
I r o n & S t e e l 
Co. DR u n i t 
4 4 0 , 0 0 0 
1 , 0 0 0 , 0 0 0 * 
I n t e g r a t e d DR 1 , 2 0 0 , 0 0 0 
1 , 5 0 0 , 0 0 0 
2 5 0 , 0 0 0 * * 
7 8 , 0 0 0 
3 8 0 , 0 0 0 
1 2 0 , 0 0 0 
4 0 0 , 0 0 0 
8 0 0 , 0 0 0 
$ 3 3 8 mQ 
$ 9 0 - 1 0 0 m< 
$ 5 7 m. 
$ 7 2 m. 
$ 2 3 m. 
$ 2 0 0 m. 
$ 3 5 0 m« 
1 9 7 8 
1 9 8 0 
1 9 8 3 ( ? ) 
1 9 8 0 
? 
9 
1 9 8 5 
4 0 0 , 0 0 0 1 9 8 3 ( ? ) 
* T h i s i s a j o i n t venture between Kuwait and Mauritania,, 
I t i s owned by the Arab Establishment f o r Mining and 
Industry which was set up i n 1 9 7 3 to c a r r y out mineral 
e x t r a c t i o n o p e r a t i o n s , a s s e s s economic v i a b i l i t y of 
i n d u s t r i a l p r o j e c t s , and i n v i t e tenders f o r the i r o n 
and s t e e l complex 0 
** Expansion from 4 5 , 0 0 0 tonnes. 
Sources: Compiled from Arab Economist, V o l o X I , No. 1 2 3 , 
December 1 9 7 9 , pp« 1 2 - 1 6 ; UEflDO, Experience, Perspec-
t i v e and P r o j e c t i o n of Developing Countries i n the 
Iro n and. S t e e l Industry P a r t i c u l a r l y i n A f r i c a and 
the Arab World, U N I D 0 / I 0 D . 1 1 8 . 1 4 October 1 9 7 7 f pp. 
5 1 - 5 2 ; and, Middle E a s t Annual Review. 1 9 7 8 , London, 
1 9 7 7 , p„ 7 7 o 
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lowest-cost producers o f s t e e l i n view o f i t s huge gas 
resources° This can be asserted by the high incidence o f 
energy costs i n t h i s i n d u s t r y and which account f o r about 
o n e - f i f t h o f t o t a l costso^-^ 
I t i s evident from Table 7<>8 t h a t r e g i o n a l production 
of i r o n and s t e e l could s a t i s f y about 80 per cent o f r e g i o n a l 
consumption i n 1980, against 73 per cent i n 1975o What i s 
more s t r i k i n g i s t h a t n a t i o n a l demand i n most o f the Arab 
c o u n t r i e s 9 e s p e c i a l l y the oil-producers? w i l l not be enough 
to support production a t the m 0e 0s 0 levelo This enhances the 
d e s i r a b i l i t y of c o o r d i n a t i n g the development o f the i r o n and 
s t e e l i n d u s t r y , w i t h a view to reduce u n i t - c o s t and produce 
on a r e g i o n a l i m p o r t - s u b s t i t u t i o n basiso The c o o r d i n a t i o n 
could be along v e r t i c a l l i n e s , w i t h s t e e l b i l l e t s produced 
i n one country and processed through r o l l i n g m i l l s i n another, 
or along h o r i z o n t a l l i n e s , w i t h s t e e l m i l l s s p e c i a l i s i n g i n 
the production o f c e r t a i n items at a cost which i s reasonable 
to promote i n t r a - r e g i o n a l t r a d e . 
A v a i l a b l e data on pl a n t capacity and c a p i t a l costs i n 
the i r o n and s t e e l i n d u s t r y r e v e a l t h a t scale economies are 
su b s t a n t i a l o With respeot to u n i t s based on the b l a s t furnace/ 
oxygen steelmaking r o u t e , the c a p i t a l cost index increases 
from 100 w i t h a capacity o f 5 m i l l i o n tonnes per annum to 146 
w i t h a capacity o f 0 06 m i l l i o n tonnes, and to 213 w i t h a 
27/ See Grine, op, c i t O 0 pp 0 454=455o 
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capacity o f 0 B2 m i l l i o n tonnes„ I n c o n t r a s t , the scale 
economies i n the d i r e c t r e d u c t i o n / e l e c t r i c furnace r o u t e , 
though l e s s s u b s t a n t i a l , can be a t t a i n e d l a r g e l y by a 
capacity o f 0 o6 m i l l i o n tonnes 0 I t i s estimated t h a t the 
c a p i t a l cost per tonne decreases from $130 w i t h a capacity 
of 0 o2 m i l l i o n tonnes to $100 w i t h a capacity o f 0„5 m i l l i o n 
tonnes, to $88 w i t h 0 e6 m i l l i o n tonnes, $84 w i t h l o 0 m i l l i o n 
28/ 
tonnes, and $83 w i t h 3°0 m i l l i o n tonnes,,—* What i s more 
important i s t h a t the operating costs o f the DR/EF route i s 
lower than the BF/BOS route by 16 t o 20 per cento According 
to a study on the development o f the Arab i r o n and s t e e l 
i n d u s t r y t h e estimate cost o f production per tonne o f 
l i q u i d s t e e l w i t h a capacity o f 1»0 m i l l i o n tonnes amounts to 
$72 by the DR/EF route against $92.5 by the BF/BOS r o u t e 0 
E v i d e n t l y , t h i s means t h a t the o i l - p r o d u c i n g c o u n t r i e s w i l l 
have an advantage i n s t e e l production by using cheap gas i n 
the DR/EF r o u t e , and subsequently they would be i n a p o s i t i o n 
t o s a t i s f y a l a r g e r p a r t of the r e g i o n a l d e f i c i t i n i r o n and 
s t e e l supplyo But i t i s obvious t h a t t h i s advantage can 
be a t t a i n e d only i f m 0e 0So production i s r e a l i s e d . 
Aluminium smelting i s another m e t a l l u r g i c a l i n d u s t r y 
which i s r a p i d l y g a i n i n g importance i n the Arab r e g i o n , i n 
view o f the a v a i l a b i l i t y o f cheap energyo The basic raw 
m a t e r i a l o f aluminium i s bauxite which c o n s i s t s o f several 
28/ UNIDO, The World I r o n and Steel I n d u s t r y . op, c i t o n p e 95° 
£9/ Dastur Engineering I n t e r n a t i o n a l GmbH, Study of Development 
P o s s i b i l i t i e s of I r o n and Steel I n d u s t r y i n Arab OountrieSo 
Vol* I , Dusseldorf, J u l y 1973, p<> 33 (unpublished study) 0 
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m i n e r a l s 9 o f which by f a r the l a r g e s t p a r t i s aluminium 
hydroxide 0 By t r e a t i n g bauxite w i t h c a u s t i c soda, alumina 
which i s the pure oxide o f aluminium i s producedo As a 
f i n i s h e d metal, e x t r a c t e d from alumina by smelting, aluminium 
has many p r o p e r t i e s which make i t a major c o n t r i b u t o r t o 
modern s o c i a l and i n d u s t r i a l development 0 
The idea o f the aluminium smelters which are being 
developed i n the Arab o i l - p r o d u c i n g c o u n t r i e s i s t h a t they 
w i l l be provided w i t h energy ( n a t u r a l gas) at a cost which, 
together w i t h the f i n a n c i a l investment i n v o l v e d , would enable 
to produce aluminium a t competitive p r i c e s o However, i n the 
case o f c o u n t r i e s l i k e Egypt, aluminium smelters have t o be 
seen as import-saving and to a les s e r extent job c r e a t i n g 
projects.. Table 7=9 shows the p o s i t i o n o f aluminium smelters 
and secondary p l a n t s using aluminium i n the Arab countries as 
of 1979° I t i s very important t o n o t i c e t h a t secondary p l a n t s 
account only f o r a small p r o p o r t i o n o f a c t u a l and planned 
c a p a c i t i e s o f smelters« This suggests t h a t aluminium production 
i s l i k e l y t o remain export=orientated f o r some time, and opens 
the p o s s i b i l i t y o f cooperation among the Arab countries i n 
marketing j o i n t l y any products surplus t o the r e g i o n a l r e q u i r e -
ments o 
I t i s t o be r e c a l l e d t h a t Aluminium Bahrain (ALBA) 
was e s t a b l i s h e d i n 1969 by a consortium w i t h a c a p i t a l o f BD 90 
m i l l i o n ( o f which 77o9 per cent i s now owned by the B a h r a i n i 
- 342 -
TABLE 7o9 
SELECTED ARAB COUNTRIES: Aluminium Smelters and 
Secondary P l a n t s , 1979 
( i n tonnes) 
Country 
Smelter Capacity 
A c t u a l Planned 
Secondary Capacity 























25,000 r o l l e d products and 







r o l l e d products 
extrusions 
wire rod 
r o l l e d products 
extrusions 
e x t r u s i o n s 
2,000 ext r u s i o n s 
500 cable 
3,000 extru s i o n s 
* r i s i n g to 300,000 tonnes l a t e i n 1980s <> 
Sources Metal B u l l e t i n , as reproduced i n The Middle East 9 London, October 1979, p. 100 o 
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Government)« Bahrain was considered well=plao.ed geographically 
between the source o f bauxite i n western A u s t r a l i a and end-
users o f aluminium blocks i n Europe. Despite many t e e t h i n g 
problems, ALBA i s now considered a successful e n t e r p r i s e , 
producing about 120,000 tonnes o f aluminium per annum ( f o r 
which 235,000 tonnes o f alumina have to be i m p o r t e d ) e I n 
1978, i t was the l a r g e s t employer i n Bahrain, having a t o t a l 
workforce o f 2229 ( o f which 1548 were B a h r a i n i s ) f and i t s 
c o n t r i b u t i o n o f value-added to the economy was BD 25 m i l l i o n e ^ 
Egypt i s another country i n the region which has reached 
a r e l a t i v e l y advanced stage i n aluminium smelting*. I n 1974, 
i t s t a r t e d i t s aluminium complex at Naga Hammadi w i t h a 
capacity o f 50,000 tonnes per annum, which i s t o be increased 
soon to 100 9000 tonnes B Saudi Arabia and Dubai have also gone 
some way i n developing t h e i r aluminium i n d u s t r i e s 9 but e l s e -
where most p r o j e c t s are s t i l l i n t h e i r e a r l y stages• However, 
the d e c i s i o n o f SABIC l a t e i n 1979 to buy 20 per cent of 
ALBA's e q u i t y w i l l strengthen i t s p o s i t i o n i n o b t a i n i n g raw 
m a t e r i a l s as w e l l as i n marketing aluminium„ I t may also 
encourage ALBA to r e v i s e i t s p o l i c i e s more favourably to the 
©ulf marketso 
I t i s to be n o t i c e d t h a t the aluminium i n d u s t r y i n the 
Arab countries concentrates domestically on the supply o f 
the c o n s t r u c t i o n sector w i t h b u i l d i n g components 9 e s p e c i a l l y 
30/ ALBA? Annual Review, 1978 9 BaJhraino 
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door and window frames which are being r a p i d l y s u b s t i t u t e d 
f o r wooden, s t e e l , and p l a s t i c frames 0 The demand f o r such 
aluminium products i n the Gulf c o u n t r i e s , where the l a r g e r 
p a r t o f smelting capacity e x i s t s , increased d u r i n g the 
1970s at an average annual r a t e o f 15 per cent, and i t i s 
l i k e l y to continue in c r e a s i n g at about the same r a t e i n the 
1980s due to the a n t i c i p a t e d expansion i n c o n s t r u c t i o n . 
According t o estimates o f the Arab I r o n and Stee l Union, 
the demand f o r aluminium products f o r c o n s t r u c t i o n i n the Gulf 
c o u n t r i e s averages 1,3 kilogrammes per square meter i n housing 
u n i t s , 3 kgs, per sq, mQ i n commercial u n i t s , and 1,74 kgs* 
per sq 0 m<> i n i n d u s t r i a l u n i t s o Taking these f i g u r e s i n t o 
c o n s i d e r a t i o n , the expected demand f o r aluminium products i n 
1985 i s l i k e l y to be ( i n tonnes)? Saudi Arabia (20,400), I r a q 
(35,000), Oman (5,335), U o A o E , (5,000), Bahrain (22,000), 
Kuwait (8,000), and Qatar (1,500) 0 I t i s estimated t h a t t o t a l 
demand i n these co u n t r i e s w i l l not exceed 10 per cent o f planned 
smelting c a p a c i t i e s by 1985, and t h i s r e f l e c t s the importance 
of i n t e g r a t i n g t h i s i n d u s t r y e s p e c i a l l y when t a k i n g i n t o 
c o n s i d e r a t i o n the scale economies which characterise i t . I t 
i s known t h a t the m 0e,s 0 o f an aluminium smelter i s 120,000 
tonnes per annum, and t h a t the c a p i t a l cost per tonne amounts 
to $502 w i t h a capacity o f 20,000 tonnes against $463 w i t h a 
capacity o f 60,000 tonnes, and $450 w i t h a capacity of 120,000 
tonneSo 
51/ Data p r i v a t e l y o b t a i n e d 0 
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I t i s a n t i c i p a t e d t h a t beyond the mid-1980s, there 
could be problems of over=suppy, at a time when the smelters 
i n the Arab co u n t r i e s should be i n f u l l p r o d u c t i o n 0 I t i s 
expected t h a t the Arab countries w i l l account f o r 10 per cent 
of world aluminium production by 1985 9 i f a l l plans are 
f u l f i l l e d o This i s not l i k e l y to permit the Arab countries 
to exercise a c e r t a i n degree o f c o n t r o l over the market, 
despite t h e i r d i r e c t access to cheap energy which forms the 
l a r g e s t s i n g l e component (30 per cent) o f production costo 
Although investment i n aluminium production capacity 
seems expensive at present, i t i s l i k e l y to y i e l d an acceptable 
r a t e o f r e t u r n as i n t e r n a t i o n a l p r i c e s would tend to increase 
i n the f i r s t h a l f o f the 1980s, a t l e a s t u n t i l the supply 
s i t u a t i o n balances w i t h demand<, However, the need f o r 
i n t e g r a t i o n among the aluminium proudcers i n the Arab region 
seems to be pressing, i n order to r a t i o n a l i s e the use o f 
resources and s a t i s f y r e g i o n a l demand at a lower costo I t i s 
possible f o r the Arab producers to look f o r o p p o r t u n i t i e s to 
in v e s t j o i n t l y i n bauxite production p r o j e c t s i n countries 
l i k e A u s t r a l i a and B r a z i l so as to ensure a steady supply o f 
raw m a t e r i a l f o r t h e i r production o f aluminium 0 I n co n j u n c t i o n , 
there i s a need on the part o f the producers to coordinate the 
technologies used i n order to u n i f y the s p e c i f i c a t i o n s o f the 
raw m a t e r i a l s usedo On the demand sid e , i t would be u s e f u l 
f o r the producers to look f o r markets i n the developing w o r l d , 
and at the same time coordinate the development o f t h e i r 
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secondary aluminium i n d u s t r i e s f o r which there i s a f a s t 
growing r e g i o n a l market 0 
C a p i t a l Goods I n d u s t r i e s 
The importance o f c a p i t a l goods i n d u s t r i e s stems from 
the f a c t t h a t they provide the basis f o r the accumulation o f 
f i x e d c a p i t a l i n a g r i c u l t u r e , i n d u s t r y , s e r v i c e s , and even 
administration,. They are considered as a key element i n the 
process o f socio-economic transformation,, Generally, indus-
t r i a l i s a t i o n e f f o r t s are l i k e l y to increase dependence on 
the outside world, unless i t i s associated w i t h the development 
of c a p i t a l goods industries„ 
Although these i n d u s t r i e s r e q u i r e r e l a t i v e l y heavy 
investments, they u s u a l l y c o n t r i b u t e s u b s t a n t i a l l y to employ-
ment c r e a t i o n but they r e q u i r e h i g h l y s k i l l e d labour,, They 
also have high backward l i n k a g e s , and act as a promotor o f 
engineering and e l e c t r i c a l i n d u s t r i e s , as w e l l as some basic 
i n d u s t r i e s i n the f i e l d s o f meta l l u r g y , p l a s t i c s and t r a n s p o r t 
equipment„ I t i s r a t h e r d i f f i c u l t to q u a n t i f y the backward 
linkages o f the c a p i t a l goods i n d u s t r i e s , e s p e c i a l l y i n the 
context o f the Arab c o u n t r i e s which are s t i l l a t t h e i r e a r l y 
stages o f i n d u s t r i a l i s a t i o n < > What i s important to r e a l i s e i s 
t h a t the development o f the c a p i t a l goods i n d u s t r i e s , aside 
from reducing the dependence on imports helps i n developing 
domestic s k i l l s and enhancing t e c h n o l o g i c a l c a p a b i l i t i e s , and 
thus promote the i n d u s t r i a l i s a t i o n process 0 
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Since c a p i t a l goods i n d u s t r i e s tend to be a f u n c t i o n 
o f the size o f the country, the l e v e l o f i t s development, and 
the a v a i l a b i l i t y o f an indigenous t e c h n o l o g i c a l base, one 
f i n d s t h a t about 98 per cent o f world production o f c a p i t a l 
goods takes place i n the developed ( i n d u s t r i a l i s e d ) c o u n t r i e s . 
Only a few o f the c o u n t r i e s which are c l a s s i f i e d as developing 
have c a p i t a l goods i n d u s t r i e s ? most prominant among them 
B r a z i l , Argentine, South Korea, I n d i a and Mexico. According 
32/ 
to a UNLDO studyt 96 coun t r i e s o f the world had p r a c t i c a l l y 
no c a p i t a l goods i n d u s t r i e s i n 1974• These countries can be 
c l a s s i f i e d i n t o three groups. One group comprises 34 coun t r i e s 
having each a population o f less than one m i l l i o n , and t h e i r 
GNP per c a p i t a i s more i n the order o f $500 or above, than $250 
or below. These include from among the Arab countries Kuwait, 
Qatar, Oman, U.A.E., and Bahrain, a l l o f which are o i l -
producing. The second group comprises 50 countries (mostly 
A f r i c a n ) having each a population ranging between 1 and 10 
m i l l i o n , and t h e i r c a p i t a G-NP i s g e n e r a l l y o f the order o f 
$250 t o $500. The Arab countries belonging to t h i s group are 
Lebanon, Jordan, S y r i a , Saudi Arabia, Yemen, and Democratic 
Yemen. The t h i r d group comprises 12 coun t r i e s having each 
a p o p u l a t i o n o f 10 m i l l i o n o r more, and a l l o f them have a 
G-NP o f les s than $250 per i n h a b i t a n t , except I r a q whose per 
ca p i t a G-NP i s $1110. The other Arab country belonging t o 
t h i s group i s the Sudan. 
32/ UNILO, C a p i t a l Goods I n d u s t r y , UNID0/lCIS o70, 3 May 1978, 
pp. 118-129. 
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I n c o u ntries having l e s s than one m i l l i o n i n h a b i t a n t s , 
d i v e r s i f i c a t i o n o f the c a p i t a l goods i n d u s t r y does not seem 
to be po s s i b l e , and the p r i o r i t i e s are based on the i n s t a l l a t i o n 
of some basic t e c h n o l o g i c a l routes which can meet the r e q u i r e -
ments o f a g r i c u l t u r e , b u i l d i n g and maintenance<> Aside from the 
need f o r h i g h l y s k i l l e d workers, the development o f c a p i t a l 
i n d u s t r i e s requires the existence o f an i n d u s t r i a l f a b r i c t o 
all o w f o r subcontractingo I n many o f the i n d u s t r i a l i s e d 
c o u n t r i e s , small and medium-sized companies c o n s t i t u t e an 
e s s e n t i a l environment f o r the development o f c a p i t a l goods 
i n d u s t r i e s , and also form a complex network o f i n t e r - i n d u s t r i a l 
r e l a t i o n s h i p s 0 ^ ^ I t also requires the existence o f upstream 
i r o n and s t e e l o r other m e t a l l u r g i c a l industries<> 
I t i s c e r t a i n t h a t the present d r i v e towards accelerated 
development i n the Arab countries c a l l s f o r an unprecedented 
r i s e i n demand f o r c a p i t a l goodso This has been l a r g e l y due 
to the f l o w of c a p i t a l funds i n t o productive a c t i v i t i e s 0 
According to a recent EOWA/UNIDO s t u d y , t h e imports o f 
the Arab countries covered i n the present study (excluding the 
Sudan) o f a l l engineering products which mainly represent 
c a p i t a l goods increased from $ 1 . 7 b i l l i o n i n 1 9 7 1 to $ 1 1 „ 1 
b i l l i o n i n 1 9 7 5 , and t o $ 1 8 « 5 b i l l i o n i n 1 9 7 7 o I t i s estimated 
t h a t the demand f o r p l a n t and equipment ( a t an investment r a t e 
o f 1 3 per cent r e l a t e d t o GNP) w i l l be o f the order o f $ 6 5 
3 3 / I b i d o f l p 0 1 0 6 o 
3 4 / See ECWA, Regional Development o f Selected Branches o f 
C a p i t a l Goods I n d u s t r y , J o i n t ECWA/UNIDO Division« October 
1 9 7 9 = 
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b i l l i o n by the year 1 9 9 5 at the 1 9 7 5 p r i c e s . Table 7 . 1 0 
presents a breakdown o f the imports o f engineering products 
d u r i n g the period 1 9 7 1 = 7 7 , and one can c l e a r l y observe the 
b i g jump i n the value o f imports o f a l l items i n 1 9 7 5 i n 
comparison w i t h 1 9 7 3 . Without doubt, the l a r g e r p art of 
t h i s increase can be a t t r i b u t e d to the r e g i o n a l a v a i l a b i l i t y 
o f c a p i t a l f o l l o w i n g the r i s e i n o i l p r i c e s , though one must 
not ignore the impact o f world-wide i n f l a t i o n on the import 
b i l l o Table 7 o i l corroborates t h i s phenomenon, as i t shows 
t h a t the increase i n imports concerned both the o i l and non-
o i l - p r o d u c i n g c o u n t r i e s . 
The v i r t u a l absence of engineering i n d u s t r i e s i n the 
Arab countries i s a major weakness of t h e i r i n d u s t r i a l s e t t i n g s 
This i s coupled w i t h the weakness o f the i n s t i t u t i o n a l capacity 
to t r a i n and develop t e c h n i c a l manpower. The development of 
c e r t a i n c a p i t a l goods i n d u s t r i e s i s o f c r i t i c a l importance to 
the Arab countries not o n l y f o r making a f u l l e r use o f a v a i l -
able human and n a t u r a l resources, but also a t t a i n i n g a c e r t a i n 
degree of t e c h n o l o g i c a l s e l f - r e l i a n c e . As can be discerned 
from Table 7 . 1 and the previous discussion, engineering 
i n d u s t r i e s tend to be o f a large-scale and t h e i r e f f i c i e n t 
o p e ration requires a wide market, l a r g e r than most of the 
e x i s t i n g n a t i o n a l markets i n the Arab r e g i o n . Given the 
complementarity i n resources and markets among the Arab 
c o u n t r i e s , one can appreciate the d e s i r a b i l i t y o f e s t a b l i s h i n g 
such i n d u s t r i e s on a r e g i o n a l basis to reap the b e n e f i t s o f 
s p e c i a l i s a t i o n and scale. Indeed, through sub-contracting. 
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TABLE 7 o l 0 
EGWA REGION; Imports of Engineering Products, 1 9 7 1 - 7 7 
( i n m i l l i o n $) 
Product 1 9 7 1 1 9 7 3 1 9 7 5 1 9 7 7 
Ao Machinery N o n - E l e c t r i c 
Power generating machinery 1 3 4 . 6 2 6 5 . 7 5 7 8 . 7 1 0 2 4 . 9 
A g r i c u l t u r e machinery 1 8 . 3 4 8 . 6 3 3 7 . 3 3 1 2 . 0 
O f f i c e machinery 1 2 . 0 2 7 . 8 6 6 . 1 1 2 8 . 8 
Metal working machinery 6 6 . 2 6 0 . 6 1 3 6 . 9 2 1 8 . 9 
T e x t i l e & l e a t h e r machinery 4 5 . 0 7 8 . 0 2 2 4 . 6 2 6 2 . 1 
S p e c i a l i n d u s t r i a l machinery 1 3 7 . 0 1 0 2 . 9 1 0 7 0 . 5 1 4 3 9 . 5 
Other s p e c i a l machinery 3 1 9 . 7 5 9 6 . 8 1 9 3 7 . 0 3 8 2 9 . 3 
T o t a l (A) 7 3 2 . 8 1 1 8 0 . 4 4 3 5 1 . 1 7 2 1 5 . 5 
E l e c t r i c a l Machinery 
E l e c t r i c a l power machinery 8 9 . 6 2 0 4 . 7 6 5 0 . 8 1 6 1 7 . 2 
Equipment f o r d i s t r i b u t i n g 
e l e c t r i c i t y 5 0 . 0 6 2 . 3 2 7 8 . 2 6 1 9 . 5 
Telecommunication apparatus 1 0 7 . 9 2 4 3 . 7 6 2 4 . 9 1 8 7 8 . 7 
Domestic e l e c t r i c equipment 2 0 . 3 4 8 . 7 1 4 6 . 9 2 8 0 . 1 
Medical apparatus 4 . 3 6 . 6 1 9 . 9 3 0 . 2 
E l e c t r i c a l machinery other 6 7 . 9 9 9 . 3 3 3 7 . 9 5 6 8 . 1 
T o t a l (B) 3 4 0 . 0 6 6 5 . 3 2 0 5 8 . 6 4 9 9 3 . 8 
Transport Equipment 
Railway v e h i c l e s 1 9 . 5 2 7 . 4 7 9 . 8 1 1 6 . 1 
Road motor v e h i c l e s 3 8 4 . 8 6 6 6 . 4 3 2 8 4 . 5 4 0 0 8 . 6 
Road v e h i c l e s 1 0 . 3 1 8 . 5 1 4 7 . 6 209.4 
A i r c r a f t 1 5 4 . 5 2 5 7 . 7 6 4 7 . 9 857.6 
Ships and boats 4 3 . 5 8 2 . 6 4 9 4 . 2 1097.8 
T o t a l (C) 6 1 2 . 6 1 0 5 2 . 6 4 6 5 4 . 0 6 2 8 9 . 5 
Grand T o t a l (A+B+C) 1 6 8 5 . 4 2 8 9 8 . 3 1 1 0 6 3 . 7 1 8 4 9 8 . 8 
Sources EGY/A, Regional Development of Selec t e d Branches of C a p i t a l 
Goods I n d u s t r y , J o i n t ECWA/UNLDO D i v i s i o n , October 
Table 1 , p 0 2 2 c 
1 9 7 9 , 
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i t i s p o s s i b l e f o r many o f the Arab c o u n t r i e s t o p a r t i c i p a t e 
i n t h e p r o d u c t i o n o f machinery and equipment needed i n c i v i l 
works? o i l r e f i n i n g , p e t r o c h e m i c a l and t r a n s p o r t a c t i v i t i e s o 
I n t h i s c o n t e x t , the e n g i n e e r i n g i n d u s t r i e s , aside f r o m 
c r e a t i n g employment o p p o r t u n i t i e s , r e a l i s i n g s u b s t a n t i a l 
s a v i n g s i n f o r e i g n exchange, and b u i l d i n g up the t e c h n o l o g i c a l 
base, can a c t as i n t e g r a t i n g c e n t r e s by u t i l i s i n g t h e o u t p u t s 
o f many s m a l l e r p l a n t s and by s u p p l y i n g the necessary equipment 
and t e c h n i c a l s k i l l s and s e r v i c e s which make p o s s i b l e a wide 
range o f i n d u s t r i a l a c t i v i t i e s . 
Howeverj i t must be r e a l i s e d t h a t t h e i m p o r t a t i o n o f 
e n g i n e e r i n g p r o d u c t s i s i n e v i t a b l e f o r t h e Arab c o u n t r i e s as 
w e l l as o t h e r d e v e l o p i n g c o u n t r i e s because t h i s i s t h e way i n 
which embodied t e c h n o l o g y i s imported„ I n c i d e n t a l l y , c o u n t r i e 
which have i n d u s t r i a l i s e d s u c c e s s f u l l y , n o t a b l y Japan, Taiwan, 
and Korea, have a l l begun by i m p o r t i n g t h e i r t e c h n o l o g y i n the 
fo r m o f f i n i s h e d goods, copy i n g t h a t t e c h n o l o g y , and t h e n 
d e v e l o p i n g i t t h emselves. I t i s t h e r e f o r e n o t i n c o n s i s t e n t 
w i t h t h e f o r e g o i n g t o suggest here t h a t w i t h r e s p e c t t o 
e n g i n e e r i n g i n d u s t r i e s t h e c r i t i c a l i s s u e i s n o t t h e s c a l e 
b u t r a t h e r t h e development o f t e c h n o l o g y which e q u a l l y needs 
i n t e g r a t i o n * 
I n t h e r e m a i n i n g p a r t o f t h i s s e c t i o n , an a t t e m p t w i l l 
be made t o examine the p o s s i b i l i t i e s f o r i n t e g r a t i o n among the 
Arab c o u n t r i e s i n two major l i n e s o f p r o d u c t i o n which are 
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h i g h l y r e l e v a n t t o t h e i r p r e s e n t stage o f socio-economic 
developments t e l e c o m m u n i c a t i o n and e l e c t r o n i c equipment? and, 
t r a n s p o r t equipment and a g r i c u l t u r a l machinery. 
There i s a h i g h degree o f c o r r e l a t i o n between l e v e l s 
o f development and communication f a c i l i t i e s s C u r r e n t l y s Arab 
t r a d e and o t h e r t y p e s o f t r a n s a c t i o n s are s e v e r e l y handicapped 
b o t h on the n a t i o n a l and r e g i o n a l l e v e l s because o f the d e f i -
c i e n c i e s i n the e x i s t i n g communication systems«, The improvement 
o f i n t e r n a l t elephone systems i n a c o u n t r y would l e a d t o b e t t e r 
m a r k e t i n g o f p r o d u c t s , e a s i e r m o b i l i s a t i o n o f res o u r c e s t o meet 
d a i l y r e q u i r e m e n t s , and save time<> Some o f th e i n d u s t r i e s 
p r e s e n t l y planned o r implemented i n t h e Arab c o u n t r i e s are 
i n t e n s i v e u s e r s o f t e l e c o m m u n i c a t i o n f a c i l i t i e s . The development 
o f i n t e r - c o u n t r y t e l e c o m m u n i c a t i o n s w i l l d e f i n i t e l y promote 
r e g i o n a l i n t e g r a t i o n . Using the t e l e p h o n e d e n s i t y as an 
i n d i c a t o r o f the needs o f the Arab c o u n t r i e s , one can n o t e 
t h a t t h e number o f t e l e p h o n e s per hundred i n h a b i t a n t s i s l e s s 
t h a n 2 ? as compared t o 57 i n Sweden and 60 i n the U n i t e d S t a t e s . 
I t i s r e p o r t e d t h a t t h e Arab c o u n t r i e s covered i n t h i s 
s t u d y w i l l be spending on t e l e c o m m u n i c a t i o n equipment about 
$280 m i l l i o n i n 1980, and t h i s w i l l i n c r e a s e t o $390 m i l l i o n 
i n 1985, and t o $630 m i l l i o n i n 1990.2V i t s h o u l d be p o s s i b l e 
f o r some o f the Arab c o u n t r i e s t o s t a r t m a n u f a c t u r i n g such 
equipment, n o t j u s t e s t a b l i s h i n g assembly u n i t s . An o u t p u t 
35/ EOWAj The E s t a b l i s h m e n t o f A Telecommunications I n d u s t r y 
W i t h i n the ECWA Region, J o i n t ECWA/UNIDO I n d u s t r y D i v i s i o n . 
6 June 1978, p. 20. 
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o f 5 0 , 0 0 0 t e l e p h o n e u n i t s p e r annum i s a v i a b l e s c a l e , and 
g i v e s an annua l s a l e s v a l u e o f about $2 m i l l i o n . A l r e a d y 
Egypt produces telephone i n s t r u m e n t s a t the r a t e o f about 
5 0 , 0 0 0 u n i t s p e r annum, w h i l e S y r i a assembles such i n s t r u m e n t s . ^ 
The i n c r e a s e i n telephone c a p a c i t y r e q u i r e s an o v e r a l l i n c r e a s e 
i n communications c a p a c i t y which i n t u r n demands s w i t c h i n g , 
m u l t i p l e x i n g , microwaves t r a n s m i s s i o n , and o t h e r f a c i l i t i e s e 
I t i s known t h a t most o f the Arab c o u n t r i e s are now about t o 
move towards a s t a n d a r d s w i t c h i n g system 0 A f u l l y i n t e g r a t e d 
f a c t o r y , i n which the main o p e r a t i o n s o f w i r i n g and c o n n e c t i n g 
are computer c o n t r o l l e d and t e s t i n g i s automated by u s i n g 
s p e c i a l purpose t e s t equipment, w i l l have a f i n a n c i a l b r e a k -
even p o i n t when p r o d u c i n g 1 2 5 , 0 0 0 l i n e s per annum, b u t an 
o u t p u t o f 3 0 0 , 0 0 0 l i n e s i s necessary t o g i v e b e n e f i t s o f 
s c a l e • 
Table 7 « 1 2 shows the p r o j e c t e d demand f o r d i r e c t exchange 
l i n e s i n t h e Arab c o u n t r i e s , based on te l e p h o n e i n t e n s i t y p er 
c a p i t a GDP0 I t can be concluded t h a t on the b a s i s o f domestic 
demand o n l y , Saudi A r a b i a c o u l d s u p p o r t an exchange l i n e f a c t o r y -
o n l y i n 1 9 8 5 when demand would r e a c h 1 4 0 , 0 0 0 l i n e s , and perhaps 
I r a q i n 1 9 9 0 . But when t a k i n g t he demand i n t h e Arab r e g i o n 
as a whole, one f a c t o r y c o u l d be j u s t i f i e d i m m e d i a t e l y , a second 
one i n 1 9 8 5 , and a t h i r d i n 1 9 9 0 0 
There i s a good o p p o r t u n i t y a l s o i n the Arab r e g i o n t o 
c o o r d i n a t e the p r o d u c t i o n o f c e r t a i n e l e c t r o n i c p r o d u c t s , 
3 6 / I b i d - o p 0 2 4 o 
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TABLE 7.12 
ARAB COUNTRIES: P r o j e c t e d Demand f o r D i r e c t 
Exchange L i n e s , 1980-1990 
( i n numbers) 
Country 1980 1985 1990 
B a h r a i n 7,000 10,000 16,000 
Egypt 39,000 40,000 60,000 
I r a q 52,000 150,000 200,000 
Jordan 8,000 6 ,000 10,000 
Kuv/ait 48,000 104,000 160,000 
Lebanon 34,000 50,000 64,000 
Oman 11,000 22,000 42,000 
Qatar 6,000 10,000 
30,000 
12,000 
S y r i a 34,000 30,000 
Saudi A r a b i a . 140,000 300,000 300,000 
U n i t e d Arab E m i r a t e s 40,000 60,000 80,000 
Yemen 13,000 7,000 5,000 
Democratic Yemen 1,500 2,000 2,000 
TOTAL 433,500 791,000 981,000 
Source: ECWA/UNLDO I n d u s t r y D i v i s i o n , E s t a b l i s h m e n t o f 
o f Telephone Cables I n d u s t r y i n ECWA Region, 
March 1980, p„ 10. 
p a r t i c u l a r l y i n t e g r a t e d c i r c u i t s (IC 9s)« I t i s a n t i c i p a t e d 
t h a t by 1985 between 90 and 95 per cent o f a l l e l e c t r o n i c 
f u n c t i o n s w i l l be c a r r i e d by IC's* The c r e a t i o n o f an IC 
m a n u f a c t u r i n g f a c i l i t y i n the Arab c o u n t r i e s i s o f a s t r a t e g i c 
importances. There are s e v e r a l f a c t o r s which i n d i c a t e t h e 
d e s i r a b i l i t y o f such a v e n t u r e , t he most prominent o f which 
are the l a r g e p o t e n t i a l market, a v a i l a b i l i t y o f s k i l l s and 
p r o f e s s i o n a l s w i t h t h e necessary know-how, and the a v a i l a b i l i t y 
o f i n v e s t i b l e f u n d s . A c c o r d i n g t o a f e a s i b i l i t y s t u d y f o r t he 
37/ 
e s t a b l i s h m e n t o f an IC f a c t o r y i n Egypt, i t was found t h a t 
such a p l a n t can be s e t up as a s t a r t , t o compete w i t h sub-
c o n t r a c t o r s i n t h e Far East and o t h e r l o w = c o s t ( l a b o u r ) a r e a s e 
37/ Arab P r o j e c t s and Development, F e a s i b i l i t y Study f o r t he 
E s t a b l i s h m e n t o f an I n t e g r a t e d C i r c u i t F a c t o r y i n Egypt, 
B e i r u t , A p r i l 1974, pp. 19=20 ( u n p u b l i s h e d r e p o r t ) . 
- 356 = 
Based on a 1973 s urvey o f t h e c o u n t r i e s i n the 10 assembly 
b u s i n e s s , the l a b o u r r a t e s i n Egypt are more c o m p e t i t i v e t h a n 
i n most o f them D Expressed i n $ per h o u r , the t y p i c a l wage 
( i n c l u d i n g f r i n g e b e n e f i t s ) p a i d t o an assembler i n Egypt 
would n o t be more t h a n 0,23, a g a i n s t O 055 i n Hong Kong, 0.45 
S i ngapore, 0 o40 Taiwan, 0 o30 South Korea, 0.28 Malaysia? 
0 o68 Mexico, and 0 o80 P o r t u g a l . I t was e s t i m a t e d i n the above 
s t u d y t h a t an IG assembly p l a n t , employing a p p r o x i m a t e l y 430 
w o r k e r s , can be e s t a b l i s h e d i n Egypt f o r a t o t a l c o n s t r u c t i o n 
c o s t o f about $lo5 m i l l i o n 0 W i t h the above l a b o u r c o s t , i t i s 
p o s s i b l e t o expect t h a t d u r i n g the f i r s t f i v e y e a r s the r e t u r n 
on i n v e s t m e n t w i l l be g r e a t e r t h a n 25 per cent per annum, and 
the break-even p o i n t w i l l o c c u r i n the second y e a r o f o p e r a t i o n 
whereas t h e o r i g i n a l i n v e s t m e n t w i l l be p a i d back i n a p p r o x i m a t e l y 
f o u r y e a r s o 
T u r n i n g t o t r a n s p o r t equipment and a g r i c u l t u r a l m achinery, 
one can n o t i c e t h a t most o f the Arab c o u n t r i e s are c o n s i d e r i n g 
the s e t t i n g up o f l o c a l c a r assembly p l a n t s as a f i r s t s t e p 
towards g r e a t e r i n d u s t r i a l i s a t i o n . The m o t o r - v e h i c l e i n d u s t r y 
l e n d s i t s e l f t o a g r a d u a l process o f l o c a l component s u b s t i t u t i o n , 
and a c c o r d i n g l y i t promotes g r o w t h i n v a r i o u s i n d u s t r i a l branches 
and i n c r e a s e s value-added. Egypt was the f i r s t o f the Arab 
c o u n t r i e s covered i n t h i s s t u d y t o s t a r t a m o t o r - v e h i c l e assembly 
p l a n t i n c o o p e r a t i o n w i t h F i a t o More r e c e n t l y , I r a q s t a r t e d 
an assembly p l a n t f o r buses w i t h Saviem, and i s now c o n s i d e r i n g 
the s e t t i n g up o f passenger c a r assembly plant„ For t h a t 
purpose, i t c r e a t e d i n September 1976 t h e General Company f o r 
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the A u t o m o b i l e I n d u s t r y w i t h a c a p i t a l o f about $400 m i l l i o n . 
A l so Saudi A r a b i a has s e t up a t r u c k assembly p l a n t i n 
c o o p e r a t i o n w i t h Mercedes Benz. 
The m a j o r c o n s t r a i n t i n the development o f the motor-
v e h i c l e i n d u s t r y i n the Arab c o u n t r i e s seems t o be the s m a l l n e s s 
o f the domestic market. Table 7.13 g i v e s a rough i d e a o f t h e 
a n n u a l demand f o r m o t o r - v e h i c l e s i n the Arab World as a whole. 
I t i s i m p o r t a n t t o note t h a t the f i g u r e s w i t h r e s p e c t t o some 
c o u n t r i e s ( e s p e c i a l l y n o n - o i l - p r o d u c i n g ) do n o t r e f l e c t e f f e c t i v e 
demand, i n v i e w o f the e x i s t i n g t a r i f f and n o n ~ t a r i f f b a r r i e r s 
on c a r i m p o r t s . T h i s c o u l d be a s s e r t e d by n o t i n g t h a t t h e 
number o f i n h a b i t a n t s per m o t o r - v e h i c l e i n 1978 ranged between 
187 i n t h e Sudan, and 106 i n Egypt, 65 i n S y r i a , 61 i n I r a q , 
and 13 i n Lebanon, compared w i t h 7*5 i n Saudi A r a b i a , and 2.8 
i n K u w a i t . Anyhow, the above Table r e v e a l s n o t o n l y the 
r e l a t i v e s m allness o f t h e domestic market, b u t a l s o the 
importance o f the Arab c o u n t r i e s as a r e g i o n a l market f o r 
d e v e l o p i n g the manufacture o f m o t o r - v e h i c l e s . 
The development o f t h i s i n d u s t r y c o u l d be pursued on a 
s u b - c o n t r a c t i n g b a s i s , i n c o o p e r a t i o n w i t h i n t e r n a t i o n a l 
companies. Such a scheme has been u n d e r t a k e n i n a number o f 
d e v e l o p i n g c o u n t r i e s . One example i s the P h i l i p p i n e s which 
s t a r t e d c a r assembly i n 1951» and i n 1973 implemented t h e 
s o - c a l l e d " P r o g r e s s i v e Car M a n u f a c t u r i n g Programme o f the 
P h i l i p p i n e s " (PCMP). T h i s Programme was f o r m u l a t e d w i t h a 
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TABLE 7ol3 
ARAB WORLD: Imp o r t s 
( i n 
o f Motor 
u n i t s ) 
V e h i c l e s , 1976 -78 
Country 
Trucks i V. Buses Passenger Oars T o t a l 
1976 1978 1976 1973 1976 1978 
ab C o u n t r i e s 
overed i n s t i i d y 
a h r a i n 4066 1724 6077 4288 10143 6012 
g y p t 9645 22248 16443 16052 26088 38300 
raq 16107 14758 2202 4620 18309 19378 
ordan 6577 2700 5072 3525 11649 6225 
u w a i t 21647 21590 44407 40001 66054 61591 
ebanon 422 1831 956 5048 1378 6879 
man 7205 9168 5673 5380 12878 14548 
era0 Yemen 1214 811 247 254 1461 1065 
a t a r 7229 4722 7860 4777 15089 9499 
o A r a b i a 176923 182295 113295 140106 290218 322401 
ud an 4529 2250 709 1221 5238 3471 
y r i a 11923 6588 12488 6042 24411 12630 
emen 4485 4468 1039 83 6 5524 5284 
.A.E. 17935 12079 31489 22127 49424 34206 
T o t a l 289907 287232 247957 254257 537864 541453 
t h e r Arab 
C o u n t r i e s 
T u n i s i a 5978 7901 3202 3962 9180 11864 
L i b y a 29108 34657 33915 52132 63023 86789 
A l g e r i a 13164 12829 18104 1859 31268 14688 
Somalia 317 n. a. 237 n.a. 554 n.a. 
M a u r i t a n i a n.a 0 316 n.a 0 465 n. a o 781 
Morocco 15801 9790 25224 18257 41025 28047 
T o t a l 64368 65493 80682 76675 145050 142169 
GRAND 
TOTAL 354275 352725 328639 330932 682914 683622 
Source % Kuwait Chamber o f Commerce and I n d u s t r y , The K u w a i t i 
Economist, No„ 193, January 1980, p„ 66, 
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v i e w t o save f o r e i g n exchange by p r o d u c i n g d o m e s t i c a l l y 
a u t o m o t i v e components, and t o c r e a t e work f o r e x i s t i n g s m a l l 
and medium e n t e r p r i s e s and upgrade t e c h n o l o g i c a l s k i l l l e v e l s 
o f l o c a l m a n u f a c t u r i n g i n d u s t r y 0 T h i s was conceived i n l i n e 
w i t h t h e v i e w t h a t h o r i z o n t a l i n t e g r a t i o n o f the m o t o r - v e h i c l e 
i n d u s t r y , even i n h i g h l y i n d u s t r i a l i s e d c o u n t r i e s , i s much 
more p r e f e r r a b l e t o v e r t i c a l i n t e g r a t i o n 0 
I t i s n o t p o s s i b l e f o r the Arab c o u n t r i e s t o develop 
a m o t o r - v e h i c l e i n d u s t r y w i t h o u t p r o t e c t i o n a g a i n s t i m p o r t e d 
r i v a l s . As an i n d i c a t i o n , i t can be n o t e d t h a t t h e c o s t o f 
assembling t r u c k s i n Saudi A r a b i a ^ w i t h t h e p r o h i b i t i v e charge 
o f l a b o u r , l a n d , and g e n e r a l s e r v i c e s , ranges between 10-20 
per c e n t h i g h e r t h a n i n Europe o r e l s e w h e r e , i n c l u d i n g s h i p p i n g 
c o s t s o ^ Under these c o n d i t i o n s , r e g i o n a l i n t e g r a t i o n c o u l d 
be i n s t r u m e n t a l i n enhancing the v i a b i l i t y o f a m o t o r - v e h i c l e 
i n d u s t r y , t h r o u g h r e d u c i n g c o s t s by s p e c i a l i s a t i o n and l a r g e -
s c a l e p r o d u c t i o n o 
The development o f the a g r i c u l t u r a l machinery and 
implements i s a n o t h e r a r e a which ranks h i g h among th e p o s s i -
b i l i t i e s f o r i n d u s t r i a l i n t e g r a t i o n among th e Arab c o u n t r i e s , 
and c o u l d be r e l a t e d t o t h e i r c o l l e c t i v e s e l f - r e l i a n c e . I t 
i s known t h a t the use o f a g r i c u l t u r a l machinery and implements 
can g i v e h i g h r e t u r n s on i n v e s t m e n t s , p r o v i d e d t h a t the 
necessary s u p p o r t i n g i n f r a s t r u c t u r e e x i s t s 0 I t has been 
38/ Middle East Economic D i g e s t , 11 November 1977, p c 6. 
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e s t i m a t e d t h a t a t l e a s t 0<>5 horse-power (hp) per h e c t a r e i s 
r e q u i r e d f o r an e f f i c i e n t a g r i c u l t u r a l s e c t o r . At p r e s e n t , 
i t i s e s t i m a t e d t h a t t h e l e v e l o f a v a i l a b l e power f o r a g r i -
c u l t u r e i n the Arab c o u n t r i e s does n o t exceed 0 o l hp p e r 
h e c t a r e o Arab f a r m e r s now u t i l i s e o n l y about 15 p e r c e n t o f 
t r a c t o r s needed. S i m i l a r gaps i n needs e x i s t w i t h r e g a r d t o 
o t h e r f a r m machinery l i k e pumps, h a r v e s t o r s , and transporters„ 
The c o s t o f i m p o r t i n g equipment on the sc a l e needed u s i n g 
f o r e i g n exchange c o u l d be w e l l beyond the means o f most o f the 
a g r i c u l t u r a l Arab c o u n t r i e s . 
The development o f an i n d i g e n o u s c a p a b i l i t y i n f a r m 
machinery p r o d u c t i o n , s e r v i c i n g and maintenance would be a 
m a j o r s t i m u l u s f o r t r a n s f o r m i n g the a g r i c u l t u r a l a c t i v i t y and 
i n c r e a s i n g o u t p u t t o meet domestic r e q u i r e m e n t s i n t h e Arab 
c o u n t r i e s . A c c o r d i n g t o PAO f i g u r e s , t he a r a b l e l a n d and 
l a n d under permanent crops i n the Arab c o u n t r i e s c o n s t i t u t e s 
about 4 per cent o f t o t a l a r e a , and a t l e a s t 55 per cent o f 
the t o t a l Arab p o p u l a t i o n i s engaged i n a g r i c u l t u r a l a c t i v i t i e s . 
The most common power u n i t used i n the Arab c o u n t r i e s i s the 
s t a n d a r d t r a c t o r o f 4 0 - 6 0 hp, and the two-wheel power t i l l e r 
( w a l k i n g t r a c t o r ) i s used on a v e r y l i m i t e d s c a l e . Table 7 o l 0 
i n d i c a t e s t h a t t he i m p o r t s o f a g r i c u l t u r a l machinery by the 
Arab c o u n t r i e s amounts t o o v e r $ 3 3 0 m i l l i o n , and t h i s d e f i n i t e l y 
r e p r e s e n t s a s i z e a b l e f o r e i g n exchange e x p e n d i t u r e which c o u l d 
be used l o c a l l y i n t h e development o f v a r i o u s a g r i c u l t u r a l 
e n g i n e e r i n g i n d u s t r i e s . 
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A g r i c u l t u r a l machinery i s r e l a t i v e l y simple a,nd c o u l d 
be assembled and u l t i m a t e l y manufactured q u i t e simply,. There 
m i g h t w e l l be l i c e n s i n g problems i n the f i r s t i n s t a n c e b u t 
these c o u l d be overcome 0 Only i n a few o f the Arab c o u n t r i e s 
p l a n t s f o r the manufacture o f a g r i c u l t u r a l machinery and 
implements have a l r e a d y been e s t a b l i s h e d 0 I n E g y p t 9 a t r a c t o r 
was e s t a b l i s h e d a t Helwan i n 1961 t o produce 50-hp t r a c t o r s 9 
a t the r a t e o f 3000 u n i t s per annum, as w e l l a,s 3000 d i e s e l 
e ngines f o r a g r i c u l t u r a l and t r a n s p o r t u s e s 0 About h a l f o f 
the v a l u e o f the t r a c t o r i s produced d o m e s t i c a l l y o I n a d d i t i o n , 
l a r g e q u a n t i t i e s o f a g r i c u l t u r a l implements such as plows, 
t r a i l e r s , s p r a y e r s , pumps and t h r e s h e r s are a l s o produced i n 
Egypto There i s a t r a c t o r f a c t o r y i n A l e p p o 9 S y r i a p w i t h a 
c a p a c i t y t o produce 2000 t r a c t o r s and 5000 engines p e r annum 0 
The p r o d u c t i o n complex i n c l v i d e s a f o u n d r y w i t h a 5000-tonne 
c a p a c i t y and a f o r g e shop w i t h 3000=tonne c a p a c i t y 0 I n I r a q , 
t h e r e i s a t r a c t o r s and implements f a c t o r y a t I s k a n d r i a , w i t h 
an a n n u a l c a p a c i t y o f 38,300 tonnes o f o u t p u t 0 T h i s amounts 
t o about 1200 t r a c t o r s and around 9000 impl e m e n t s D 
I n v i e w o f i t s c o n s i d e r a b l e a g r i c u l t u r a l p o t e n t i a l s 
s e r i o u s e f f o r t s are b e i n g made i n the Sudan t o i n c r e a s e a g r i -
c u l t u r a l m e c h a n i s a t i o n , and t o develop the a g r i c u l t u r a l machinery 
i n d u s t r y . At p r e s e n t , the t o t a l c u l t i v a t e d a r e a i s about 7 o l 
m i l l i o n h e c t a r e s , o f which about 5.05 m i l l i o n h e c t a r e s c o u l d 
be mechanised. I t i s e s t i m a t e d t h a t the number o f t r a c t o r s 
r e q u i r e d f o r mechanising t h i s a r e a i s about 24,000 t o 30,000 
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t r a c t o r s o f 65-75 hp ( i n c l u d i n g r e p l a c e m e n t s ) , and the a r e a 
per t r a c t o r w i l l be 230 t o 250 h e c t a r e s . A c c o r d i n g t o t h e 
pr e s e n t Six-Year Development P l a n (1977/78-1982/83), t h e t o t a l 
c u l t i v a t e d a rea w i l l be 8.8 m i l l i o n h e c t a r e s by 1982/83, and 
i t i s expected t o i n c r e a s e f u r t h e r w i t h t h e i m p l e m e n t a t i o n o f 
the development programme designed by AFESD. 
A c c o r d i n g t o a UNIDO st u d y a t r a c t o r and a g r i c u l t u r a l 
machinery p r o j e c t c o u l d be e s t a b l i s h e d p r o f i t a b l y i n the Sudan 
i n c o o p e r a t i o n w i t h the Massey-Ferguson Co., a t a t o t a l c o s t 
o f $90 m i l l i o n , , The c a p i t a l w i l l be shared as f o l l o w s % Massey-
Ferguson 25 per c e n t ; the Sudanese Development C o r p o r a t i o n 
24 p er cent? and, the Sudan Government 51 per cento The 
complex w i l l i n c l u d e m a n u f a c t u r i n g and assembly f a c i l i t i e s , 
a t r a i n i n g c e n t r e , and o t h e r a u x i l i a r y f a c i l i t i e s e The an n u a l 
o u t p u t w i l l i n c l u d e t r a c t o r s (300 t o 400 u n i t s ) , combine 
h a r v e s t e r s (400 u n i t s ) , and o t h e r a g r i c u l t u r a l implements,. 
L o c a l c o n t e n t o f implements w i l l range f r o m 50 t o 80 per cent 
i n the f o u r t h y e a r o f p r o d u c t i o n . When i t reaches f u l l 
c a p a c i t y p r o d u c t i o n , the p r o j e c t w i l l save f o r e i g n exchange 
t o the amount o f $7.4 m i l l i o n per annum; the i n t e r n a l r a t e 
o f r e t u r n w i l l be 28 per cent ( o r 38 per cent i f p r o d u c t i o n 
i s doubled t h r o u g h a second s h i f t o p e r a t i o n ) ; i t w i l l employ 
500 persons? and, i t w i l l have g r e a t spread e f f e c t s on e x i s t i n g 
i n d u s t r i e s such as b a t t e r i e s , p a i n t , machine shops and f o u n d r i e s e 
32/ M. A b d u l k a r i m B e d r i , A g r i c u l t u r a l Machinery I n d u s t r y and 
R u r a l I n d u s t r i a l i z a t i o n i n the Sudan, UNIDO, ID/WG.282/91. 
13 October 1978, pp. 14-19-
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A l t h o u g h t h e above p r o j e c t i s an i m p o r t - s u b s t i t u t i o n 
one9 i t p r e s e n t s an area f o r c o o p e r a t i o n among the Arab 
c o u n t r i e s 8 I t i s n o t o n l y s i g n i f i c a n t f o r t h e b a s i c a g r i = 
c u l t u r a l development programme, b u t a l s o p r o v i d e s an i n v e s t m e n t 
o p p o r t u n i t y f o r t he c a p i t a l - s u r p l u s c o u n t r i e s a 
The f a c t t h a t t h e Arab c o u n t r i e s are s t i l l a t an e a r l y 
stage o f d e v e l o p i n g t h e i r a g r i c u l t u r a l machinery and implements 
i n d u s t r y , makes i t much e a s i e r f o r them t o c o o r d i n a t e t h e i r 
i n d u s t r i a l i n v e s t m e n t s i n t h i s f i e l d . A g a i n , as w i t h t h e 
m o t o r - v e h i c l e i n d u s t r y 9 h o r i z o n t a l s p e c i a l i s a t i o n would be 
much more d e s i r a b l e t h a n v e r t i c a l s p e c i a l i s a t i o n t o a t t a i n 
maximum b e n e f i t s e 
Food and A g r o - A l l i e d I n d u s t r i e s 
C o n s i d e r i n g the r e l a t i v e d i v e r s i t y i n r e s o u r c e s , and 
the f a c t t h a t much o f the p o t e n t i a l f o r development i n a number 
o f Arab c o u n t r i e s l i e s i n t h e a g r i c u l t u r a l s e c t o r , one can 
fo r e s e e g r e a t p r o s p e c t s f o r r e g i o n a l s p e c i a l i s a t i o n and t r a d e 
i n c e r t a i n f o o d and a g r o - a l l i e d i n d u s t r i e s . As mentioned 
e a r l i e r , a p r o m i s i n g scheme has a l r e a d y been designed t o 
develop t he a g r i c u l t u r a l p o t e n t i a l i n the Sudan t o meet many 
o f t h e r e g i o n a l f o o d r e q u i r e m e n t s , t h u s a t t a i n i n g a degree 
o f c o l l e c t i v e s e l f - r e l i a n c e . 
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As i s the case w i t h many d e v e l o p i n g c o u n t r i e s , the 
"food gap" i n the Arab c o u n t r i e s i s wideningo I n some o f 
them, as i n Egy p t , the f o o d d e f i c i t i s s i z e a b l e and a f f e c t s 
g r e a t l y t h e balance o f payments p o s i t i o n 6 The f o o d i n d u s t r y 
i s u n d o u b t e d l y a key element o f the f o o d system i n the Arab 
r e g i o n o I t a c t s as a f a c t o r f o r i m p r o v i n g p r o d u c t i v i t y by 
p r e v e n t i n g w a s t e f u l a f t e r - c r o p o p e r a t i o n s , t h e p r e s e r v a t i o n 
o f f o o d s t u f f s , t h e improvement o f f o o d s a n i t a r y c o n d i t i o n s , 
the optimum use o f raw m a t e r i a l s and the p l a n n i n g o f a g r i -
c u l t u r a l p r o d u c t i o n and d i s t r i b u t i o n . I n a d d i t i o n , the 
consumption o f processed f o o d p r o d u c t s c o n s t i t u t e s a g r o w i n g 
p r o p o r t i o n o f t o t a l f o o d consumption, and t h e r e i s a s i g n i f i -
cant c o r r e l a t i o n between GNP p e r c a p i t a and the l e v e l o f 
consumption o f t h e p r o d u c t s o f the f o o d i n d u s t r y 
A number o f a g r o - a l l i e d i n d u s t r i e s could, a l s o be 
e s t a b l i s h e d on a r e g i o n a l b a s i s . There are two major t y p e s 
o f raw m a t e r i a l s f o r such i n d u s t r i e s ? ( i ) a n i m a l sources, such 
as a n i m a l s k i n s f o r shoes and l e a t h e r goods, and wool f o r 
t e x t i l e s ; and, ( i i ) p l a n t s o u r c e s , such as wood f o r paper, 
c o t t o n f o r t e x t i l e s , b a r l e y f o r beer, grapes f o r w i n e , tobacco 
f o r c i g a r e t t e s , and a n i m a l f e e d . 
A l t h o u g h f o o d i n d u s t r i e s i n most d e v e l o p i n g c o u n t r i e s 
are u s u a l l y c h a r a c t e r i s e d by the smallness o f the u n i t s i z e , 
m o s t l y o f the c o t t a g e — i n d u s t r y t y p e , t h e r e are many which 
i n v o l v e e n g i n e e r i n g d e s i g n , m e c h a n i s a t i o n , and l a r g e - s c a l e 
p r o d u c t i o n , t h u s making t h e i r o p e r a t i o n on a r e g i o n a l o r sub-
40/ See UUIDO, D r a f t World Wide Study on A g r o - I n d u s t r y % 1975-2000, 
OTIDO/lCIS 65, 12 December 1977, pp. 9 and 22. 
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r e g i o n a l b a s i s more p r o f i t a b l e . Amongst these i n d u s t r i e s 
are sugar, v e g e t a b l e o i l s , date s y r u p , sea f o o d s , beverages, 
f r u i t j u i c e s , canned f o o d s , and f r o z e n f o o d s 0 To i l l u s t r a t e 
the magnitude o f Arab dependency on f o o d i m p o r t s , and the 
p o s s i b i l i t i e s f o r a t t a i n i n g a degree o f s e l f - r e l i a n c e t h r o u g h 
t r a d e d i v e r s i o n and d i v e r s i f y i n g p r o d u c t i o n , i t can be mentioned 
t h a t d u r i n g the p e r i o d 1970=73, the average annual i m p o r t s o f 
the Arab c o u n t r i e s o f some major f o o d commodities were ( i n 
m i l l i o n t onnes)? wheat ( 6 . 0 0 ) , sugar ( l o 0 0 ) , v e g e t a b l e o i l s 
( 0 o 4 0 ) , and r e d meat ( 0 . 1 3 ) . I t i s e s t i m a t e d t h a t i f p r e s e n t 
g r o w t h r a t e s i n p o p u l a t i o n and p r o d u c t i o n c o n t i n u e , the gap 
between s u p p l y and demand i n the Arab c o u n t r i e s i n 1985 w i l l 
i n c r e a s e by 40 p e r c e n t f o r wheat, 100 per cent f o r sugar, 
150 per cent f o r v e g e t a b l e o i l , and 600 per cent f o r m e a t o ^ 3 " 
An o v e r v i e w o f the major branches o f f o o d i n d u s t r y 
( i . e . f r u i t and v e g e t a b l e s , sugar, and v e g e t a b l e o i l s , f a t s 
and f e e d i n d u s t r i e s ) i n the Arab c o u n t r i e s r e v e a l s t h a t t h e r e 
i s a marked u n d e r - u t i l i s a t i o n o f c a p a c i t y i n most p l a n t s , 
due e i t h e r t o s h o r t a g e s i n raw m a t e r i a l s o r t o o t h e r problems 
r e l a t e d t o unbalanced equipment and shortage o f o p e r a t o r s . 
Moreover, most o f t h e p l a n t s have d i v e r s i f i e d p r o d u c t i o n l i n e s , 
which are o r i e n t e d towards the domestic market and e n j o y t a r i f f 
p r o t e c t i o n , and t h e r e i s a need t o enhance a g r o - i n d u s t r y 
i n t e g r a t i o n i n o r d e r t o balance b e t t e r a g r i c u l t u r a l p r o d u c t i o n 
4 1 / See AFESD, The B a s i c Program f o r A g r i c u l t u r a l Development 
i n Sudan, 1976-86„ op. c i t . 9 p. 7. 
3 6 6 
w i t h p l a n t r e q u i r e m e n t s . - ^ A l t h o u g h i n t e g r a t i o n i n f o o d 
i n d u s t r i e s s h o u l d be d e s i r a b l e i n s o f a r as i t h e l p s t o u t i l i s e 
excess c a p a c i t y and r a t i o n a l i s e t h e use o f r e s o u r c e s , i t i s 
l i k e l y t h a t the Arab c o u n t r i e s would be r e l u c t a n t t o l i b e r a l i s e 
t h e exchange o f the p r o d u c t i o n o f e x i s t i n g i n d u s t r i e s as t h e 
economic and p o l i t i c a l c o s t s c o u l d be much more t h a n the n e t 
economic gains., However, i n v i e w o f t h e r a p i d i n c r e a s e i n 
demand f o r c e r t a i n p r o d u c t s , e s p e c i a l l y sugar and v e g e t a b l e 
o i l s , and the need t o s u p p l y them a t reasonable p r i c e s , the 
p r o s p e c t s f o r i n t e g r a t i o n become more c o n c e i v a b l e • 
I m p o r t s o f r e f i n e d sugar and v e g e t a b l e o i l s f o r m about 
20 per cent and 10 per c e n t , r e s p e c t i v e l y , o f the t o t a l v a l u e 
o f f o o d i m p o r t s o f t h e Arab c o u n t r i e s o T h i s suggests t h e 
presence o f a wide scope f o r r e g i o n a l i m p o r t - s u b s t i t u t i o n i n 
these two b a s i c l i n e s o f f o o d p r o d u c t i o n . A c c o r d i n g t o 
a v a i l a b l e e s t i m a t e s , the per c a p i t a consumption o f v e g e t a b l e 
o i l i n t h e Arab c o u n t r i e s w i l l be about 11 kilogrammes per 
person per annum i n 1985 ( a g a i n s t about 20 t o 25 kilogrammes 
i n E u r o p e ) 0 Vegetable o i l s c o u l d be e x t r a c t e d f r o m o l i v e s o r 
c o t t o n and sesame seeds, g r o u n d n u t s and s u n f l o w e r , which are 
grown i n l a r g e q u a n t i t i e s in. the Sudan, Egypt and S y r i a . I n 
1975, c o t t o n s e e d p r o d u c t i o n i n these c o u n t r i e s amounted t o 1.4 
m i l l i o n tonnes ( o r 6.1 per cent o f w o r l d p r o d u c t i o n ) , whereas 
sesame seed p r o d u c t i o n i n t h e Sudan and Egypt amounted t o 
289 m i l l i o n tonnes ( o r 14.5 per cent o f w o r l d p r o d u c t i o n ) 
42/ See UNID0 9 Development o f the Food I n d u s t r y i n t h e Middle 
East C o u n t r i e s , ID/WG.201/13. 13 February 1975. PP. 7-15. 
43/ UNIDOj D r a f t World-Wide Study on t h e Vegetable O i l s and Fats 
I n d u s t r y ? 1975-2000. UNID0/I0IS.46. 16 September 1977. DP. 
136 and 142. 
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There i s a good case t o s e t up p l a n t s t o produce v e g e t a b l e 
o i l s f o r t h e r e g i o n as w e l l as cake f o r a n i m a l f o o d s t u f f . 
As a r u l e o f thumb, the c o s t o f equipment i n c r e a s e s o n l y by 
about 50 per cent i f the p r o d u c t i o n c a p a c i t y i n a v e g e t a b l e 
o i l r e f i n e r y i s d o u b l e d . Much the same i s t r u e o f b u i l d i n g , 
c o n s t r u c t i o n and e r e c t i o n c o s t s , and p r a c t i c a l l y no a d d i t i o n a l 
l a b o u r i s r e q u i r e d i f the p l a n t i s l a i d o u t f o r a h i g h e r 
c a p a c i t y f r o m the s t a r t . Under no c i r c u m s t a n c e s , a v e g e t a b l e 
o i l r e f i n e r y s h o u l d have a c a p a c i t y o f l e s s t h a n 10,000 tonnes 
and p r e f e r r a b l y 20,000 tonnes o r more o f o i l per annum. 
T h i s c o u l d be beyond the market p o t e n t i a l o f most o f the s m a l l e r 
Arab c o u n t r i e s . I t i s i n t e r e s t i n g t o note t h a t t h e advantages 
o f a l a r g e r p l a n t become ob v i o u s when c o n s i d e r i n g t h e u t i l i s a -
t i o n o f th e b y - p r o d u c t s . For example, an o i l r e f i n e r y p l a n t 
w i t h a y e a r l y c a p a c i t y o f 20,000 t o n n e s , t r e a t i n g crude o i l s 
o f good q u a l i t y w i t h a maximum f a t t y a c i d c o n t e n t o f 3 p e r 
c e n t , t h e t o t a l amount o f soap s t o c k ( d r y m a t t e r ) o r f a t t y 
a c i d s produced would n o t be more t h a n 5 per cent o r about 1,000 
tonnes per y e a r . S e t t i n g up a p l a n t f o r making soap out o f 
such a s m a l l q u a n t i t y o f raw m a t e r i a l , w i l l d e f i n i t e l y l e a d 
45/ 
t o a h i g h i n v e s t m e n t c o s t per produced u n i t o f o u t p u t . — 4 ' 
The sugar i n d u s t r y i s o f s t r a t e g i c importance t o t h e 
Arab c o u n t r i e s . B e i n g a commodity i m p o r t e d by almo s t a l l o f 
them, and the b a s i c r e q u i r e m e n t s f o r i t s p r o d u c t i o n are 
4^/ UWIDO, R e g i o n a l Meeting on th e Development o f S e l e c t e d 
Branches o f the Food I n d u s t r y i n S e l e c t e d C o u n t r i e s o f 
the M i d d l e E a s t : D r a f t Recommendations. ID/WG. 201/14. 
B e i r u t , 3 June 1975, p. 3. 
4jg/ I b i d , , p. 4. 
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a v a i l a b l e w i t h i n the r e g i o n , i t r e p r e s e n t s an i m p o r t a n t a r e a 
f o r i n t e g r a t i o n . As a m a t t e r o f f a c t , Egypt has played a 
p i o n e e r i n g r o l e i n the development o f the sugar i n d u s t r y , 
n o t o n l y i n the Arab r e g i o n b u t a l s o i n the w o r l d a t l a r g e <, 
Other sugar p r o d u c i n g c o u n t r i e s i n the r e g i o n are S y r i a 9 I r a q , 
Lebanon, and t h e Sudan. I n Egypt and the Sudan, sugar i s 
produced e x c l u s i v e l y f r o m cane, whereas i n Lebanon and S y r i a 
i t i s produced f r o m beet and f r o m i m p o r t e d raw (cane) sugar. 
I n I r a q , sugar i s produced f r o m cane i n t h e s o u t h and f r o m 
beet i n the n o r t h . Table 7.14 p r e s e n t s the i n s t a l l e d c a p a c i t y 
and sugar p r o d u c t i o n i n s e l e c t e d Arab c o u n t r i e s . I t can be 
observed t h a t e x c e p t i n Egypt, sugar p r o d u c t i o n i s o f a r e c e n t 
o r i g i n s , and t h a t sugar p l a n t s g e n e r a l l y e x p e r i e n c e c o n t i n u i n g 
problems o f i n s u f f i c i e n c y o f raw m a t e r i a l s , t h u s p r e v e n t i n g t h e m 
f r o m f u l l y u t i l i s i n g t h e i r c a p a c i t i e s d u r i n g t h e beet season e 
The number o f o p e r a t i n g days i n the sugar p l a n t s ranges betwee-n 
60 and 200 days,, One' reason b e h i n d t h i s i s t h a t o t h e r a g r i -
c u l t u r a l crops have h i g h e r r e t u r n s , and t e n d t o caputre a 
l a r g e r p a r t o f t h e a v a i l a b l e lando A n other reason c o u l d be the 
l a c k o f w a t e r , as the case i s i n I r a q . A l s o the f r a g m e n t a t i o n o f 
l a n d l i m i t s t h e scope f o r m e c h a n i s a t i o n , and d i s c o u r a g e s the 
p l a n t a t i o n o f sugar cane. 
On the whole, i t seems t h a t sugar p r o d u c t i o n i s expand-
i n g a t a l o w e r r a t e t h a n p o p u l a t i o n i n c r e a s e e T a k i n g t h e 
Arab c o u n t r i e s as a whole, consumption o f sugar i n 1976 was 
about 3o0 m i l l i o n t o n n e s , o f which about 0 o7 m i l l i o n tonnes 
were produced d o m e s t i c a l l y w i t h o n l y about 48 per cent o f 
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i n s t a l l e d c a p a c i t y . I t i s e s t i m a t e d t h a t a t an annual r a t e 
o f i n c r e a s e i n consumption o f 5 per c e n t 9 t h e Arab c o u n t r i e s 
w i l l need about 4.0 m i l l i o n tonnes i n 1985 and 8„0 m i l l i o n 
tonnes i n 2000. But i t i s c e r t a i n t h a t t h e Sudan i s the only-
c o u n t r y i n the r e g i o n where sugar p r o d u c t i o n can be i n c r e a s e d , 
n o t o n l y t o s a t i s f y domestic demand b u t a l s o t o e x p o r t t o o t h e r 
Arab countries» T h i s i s due t o the a v a i l a b i l i t y o f b o t h l a n d 
and w a t e r 6 A l r e a d y some i n v e s t m e n t s have been made t o expand 
the a r e a under sugar w i t h i n the framework o f the Kenana scheme. 
I t i s n o t i n c o n c e i v a b l e t o a t t a i n a degree o f c o l l e c t i v e s e l f -
r e l i a n c e i n sugar p r o d u c t i o n among the Arab c o u n t r i e s , by 
r e a l i s i n g a g r i c u l t u r a l p o t e n t i a l i n the :Sudan t h r o u g h funds 
f r o m the c a p i t a l - s u r p l u s c o u n t r i e s i n t h e r e g i o n . 
C o n c l u d i n g O b s e r v a t i o n s 
The f o r e g o i n g survey i s e x p r e s s i v e o f two major a s p e c t s 
o f t he process o f economic development i n t h e Arab c o u n t r i e s e 
One aspect r e l a t e s t o the o v e r - r i d i n g concern o f these c o u n t r i e s 
t o achieve a p r o g r e s s i v e development o f t h e i r economies, by 
a t t a i n i n g a c e r t a i n degree o f p r o c e s s i n g o f t h e raw m a t e r i a l s 
which t h e y e x p o r t so as t o d i v e r t some o f the employment 
b e n e f i t s and value-added t o t h e m s e l v e s a A l t h o u g h t h i s s h o u l d 
concern the Arab c o u n t r i e s as a whole, i t a p p l i e s s p e c i f i c a l l y 
t o t he o i l - p r o d u c i n g c o u n t r i e s which need t o reduce t h e i r 
over-dependence on the crude o i l i n d u s t r y and develop i n d i g e n o u s 
s k i l l s e The a g r i c u l t u r a l ( o r n o n - o i l - p r o d u c i n g ) c o u n t r i e s are 
t r y i n g t o adapt the process o f development and g r o w t h t o t h e i r 
n a t i o n a l human and n a t u r a l r e s o u r c e endowment, i n o r d e r t o 
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reduce the leakage o f p u r c h a s i n g power ( i n f o r e i g n exchange) 
t o t h e o u t s i d e w o r l d i n the f o r m o f i n d u s t r i a l i m p o r t s o 
The o t h e r a s p e c t r e l a t e s t o the g r o w i n g " c o s t 
consciousness" among the Arab c o u n t r i e s w i t h r e s p e c t t o t h e i r 
i n d u s t r i a l i s a t i o n e f f o r t s o I t i s amply e v i d e n t t h a t the 
d e v e l o p i n g s e t t i n g i n the Arab c o u n t r i e s a c t s t o augment the 
c o n s t r u c t i o n c o s t o f i n d u s t r i a l p r o j e c t s , as w e l l as the work-
i n g c a p i t a l and p r e - o p e r a t i n g expenses,, Aside f r o m the d e v e l o p -
ment o f major i n d u s t r i a l c e n t r e s t o p r o v i d e e x t e r n a l economies 
46/ 
t o new p r o j e c t s , — ' these c o u n t r i e s are p u r s u i n g , though i n 
v a r y i n g degrees, p o l i c i e s a i m i n g a t b u i l d i n g up t h e i r own 
p r o f e s s i o n a l r e s o u r c e s and manpower a v a i l a b i l i t y . , T h i s seems 
t o be r e - i n f o r c e d t o some e x t e n t by the tendency on the p a r t 
o f i n t e r n a t i o n a l c o n t r a c t i n g concerns t o s e t up p r o f e s s i o n a l 
manpower, procurement, and management bases w i t h i n the r e g i o n , 
i n o r d e r t o m i n i m i s e the e f f e c t s o f w o r l d i n f l a t i o n , and t h i s 
i s g i v i n g more p r o s p e c t s f o r s u b - c o n t r a c t i n g t o s m a l l e r f i r m s . 
However, the q u e s t i o n o f c o s t remains i n t i m a t e l y r e l a t e d t o 
the c a p a b i l i t y o f d e v e l o p i n g & comparative advantage i n the 
i n d u s t r y concerned, as w e l l as the development o f the r e l a t e d 
i n f r a s t r u c t u r e . 
I n the above c o n t e x t , i t i s observed t h a t i n d u s t r i a l 
i n t e g r a t i o n among t h e Arab c o u n t r i e s c o u l d be conceived as a 
46/ A t p r e s e n t no l e s s t h a n s i x i n d u s t r i a l c e n t r e s are b e i n g 
expanded o r b u i l t i n t h e G u l f r e g i o n 0 These are J u b a i l 
and Yanbu i n Saudi A r a b i a , Umm Said i n Qatar, J e b e l A l i 
and Ruweis i n U 0A.E 0 S, and Shuaiba i n Kuwait * 
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means f o r r a t i o n a l i s i n g the use o f r e s o u r c e s and a t t a i n i n g 
more e f f i c i e n t l y the o b j e c t i v e s o f economic development. 
Th i s i s n o t d i c t a t e d o n l y by the c o m p l e m e n t a r i t y i n r e s o u r c e s 
and m a r k e t s , b u t a l s o by the p r e s e n t stage o f i n d u s t r i a l 
development. I t i s observed t h a t t h e process o f i n d u s t r i a l i -
s a t i o n i n the Arab c o u n t r i e s i s coming up aga i n s t the g e n e r a l 
t r e n d towards s c a l e economies which c h a r a c t e r i s e modern 
t e c h n o l o g i e s developed f o r i n d u s t r i a l i s e d s e t t i n g s . There-
i s a g e n e r a l p r e s u m p t i o n t h a t an i n d u s t r i a l u n i t o f a l a r g e 
s i z e c o s t s l e s s per tonne o f i n s t a l l e d c a p a c i t y t h a n a much 
s m a l l e r u n i t . T h i s r e n d e r s the m.e.s. o f many i n t e r m e d i a t e 
and c a p i t a l i n d u s t r i e s beyond the p r e s e n t market p o t e n t i a l 
o f most Arab c o u n t r i e s i n d i v i d u a l l y . Even i n the case o f 
some p e t r o c h e m i c a l and o t h e r i n d u s t r i e s which are m a i n l y 
o r i e n t e d towards i n t e r n a t i o n a l m a r k e t s , i n t e g r a t i o n i s deemed 
d e s i r a b l e as a means o f a v o i d i n g unnecessary d u p l i c a t i o n i n 
p r o d u c t i o n c a p a c i t i e s , enhancing b a r g a i n i n g power, and e s t a -
b l i s h i n g a r e g i o n a l base f o r m a r k e t i n g . 
The importance o f i n d u s t r i a l i n t e g r a t i o n emerges 
e s s e n t i a l l y f r o m the type o f i n d u s t r i e s which i t makes p o s s i b l e 
on t h e b a s i s o f the e n l a r g e d market. An i n t e g r a t i o n i n d u s t r y 
u s i i a l l y tends t o have a s i g n i f i c a n t p r o p o r t i o n o f i t s o u t p u t 
d e s t i n e d t o meet demand i n o t h e r c o u n t r i e s w i t h i n t h e r e g i o n a l 
g r o u p i n g , and i t s p r o d u c t i o n f u n c t i o n tends t o depend on the 
su p p l y o f i n p u t s f r o m o t h e r c o u n t r i e s w i t h i n t h a t g r o u p i n g . 
I t i s u s e f u l t o v i e w t h i s i n terms o f the c o n s t r a i n t s under 
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w hich the v a r i o u s Arab c o u n t r i e s o p e r a t e s Aside f r o m the 
l i m i t e d domestic market which c h a r a c t e r i s e s most Arab c o u n t r i e s 
one can n o t i c e t h a t t h e r e i s a skewed d i s t r i b u t i o n o f f a c t o r s 
o f p r o d u c t i o n among them c Whereas the o i l - c o u n t r i e s have 
s i z e a b l e i n v e s t i b l e f unds and l i m i t e d l a b o u r s u p p l y and s k i l l s , 
t h e n o n - o i l c o u n t r i e s are c o n s i d e r e d t o be a d e q u a t e l y endowed 
w i t h human re s o u r c e s b u t s u f f e r f r o m the l a c k o f c a p i t a l and 
f o r e i g n exchange r e s o u r c e s e C o n s i d e r i n g t h a t i n t e g r a t i o n 
i n d u s t r i e s r e q u i r e s i z e a b l e i n v e s t m e n t s and v a r i o u s l e v e l s o f 
s k i l l s , one can see how i n t e g r a t i o n enhances the scope f o r 
u s i n g t h e f a c t o r s o f p r o d u c t i o n a v a i l a b l e more p r o d u c t i v e l y . 
However, as can be concluded f r o m the above s u r v e y , 
i n t e g r a t i o n i n d u s t r i e s t e n d t o a c t , t h r o u g h t h e i r e x t e n s i v e 
f o r w a r d and backward l i n k a g e e f f e c t s , as a c a t a l y s t f o r f u r t h e r 
i n d u s t r i a l g r o w t h . Moreover 9 the b e n e f i t s o f i n d u s t r i a l i s a t i o n 
t e n d t o be " r e s i d e n t i a r y " i n the sense t h a t the l a r g e r p a r t 
o f the value-added component o f o u t p u t i s u s u a l l y r e t a i n e d by 
t h e c o u n t r y i n which the p r o d u c t i o n c a p a c i t y i s l o c a t e d . T h i s 
i n t r o d u c e s a g a i n t h e i d e a t h a t a l l c o u n t r i e s p a r t i c i p a t i n g 
i n an i n t e g r a t i o n scheme must be a s s i g n e d i n t e g r a t i o n i n d u s t r i e 
i f the scheme i s t o have any p r o s p e c t o f success and d u r a b i l i t y 
The o p t i m a l s o l u t i o n t o an " i n d u s t r i a l package" would be t h a t 
w hich a l l o c a t e s the i n d u s t r i e s among the p a r t i c i p a n t s i n such 
a way as t o minimise the c o s t o f p r o d u c i n g the t o t a l o u t p u t s 
o f these i n d u s t r i e s . As a m e t h o d o l o g i c a l s t u d y , the f o l l o w i n g 
c h a p t e r w i l l c o n s i d e r the p o t e n t i a l f o r i n t e g r a t i o n i n the 
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f e r t i l i z e r i n d u s t r y among the Arab c o u n t r i e s , b a s i c a l l y by 
e s t i m a t i n g t h e c o s t p e n a l t i e s i n v o l v e d i f the s c a l e o f 
o p e r a t i o n I n t h i s i n d u s t r y i s below m 0e 0s. on the b a s i s o f 
the n a t i o n a l market, and showing how these p e n a l t i e s c o u l d 
be overcome by o p e r a t i n g on a r e g i o n a l s c a l e o 
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CHAPTER EIGHT 
THE POTENTIAL FOR INTEGRATION IN THE 
ARAB FERTILIZER INDUSTRY 
The purpose of t h i s chapter i s to appraise the p o t e n t i a l 
f o r i n t e g r a t i o n i n the f e r t i l i z e r i n d u s t r y among the Arab 
c o u n t r i e s , as a methodological study which could be g e n e r a l i s e d 
to other candidate i n d u s t r i e s f o r integration,, T h i s choice 
has been guided by two major c o n s i d e r a t i o n s c One c o n s i d e r a t i o n 
i s the developmental i m p l i c a t i o n s of t h i s i n d u s t r y f o r the 
Arab c o u n t r i e s from both the production and consumption points 
of viewo To the o i l - p r o d u c i n g c o u n t r i e s i t r e p r e s e n t s an 
important area f o r investment to e x p l o i t an abundant indigenous 
resource which i s n a t u r a l gas, whereas to the a g r i c u l t u r a l 
c o u n t r i e s i t provides a s t r a t e g i c input f o r a g r i c u l t u r a l 
a c t i v i t y , , Moreover, from a r e g i o n a l point of view the develop-
ment of the f e r t i l i z e r i n d u s t r y i s i n t i m a t e l y r e l a t e d to the 
o b j e c t i v e of a t t a i n i n g a c e r t a i n degree of c o l l e c t i v e s e l f -
r e l i a n c e i n food supplyo Another c o n s i d e r a t i o n which makes 
t h i s i n d u s t r y a t t r a c t i v e f o r study i s that i t i a a l r e a d y 
e s t a b l i s h e d i n a number of Arab c o u n t r i e s , and t h i s 9 d e s p i t e 
the absence of d e t a i l e d cost data i n published form 9 f a c i l i t a t e s 
the assessment of i n t e g r a t i o n p o t e n t i a l s 
The chapter w i l l be divided into three p a r t s . The f i r s t 
w i l l present a p r o f i l e of the f e r t i l i z e r i n d u s t r y i n a world 
context, with a view to d e p i c t i n g the c h a r a c t e r i s t i c s of t h i s 
i n d u s t r y 0 A f t e r examining i n the second part the development 
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o f t he f e r t i l i z e r i n d u s t r y i n t h e Arab c o u n t r i e s and the major 
problems f a c i n g i t , an a t t e m p t w i l l be made i n the t h i r d p a r t 
t o a p p r a i s e the i n t e g r a t i o n p o t e n t i a l o f t h i s i n d u s t r y and 
i t s d e v elopmental i m p l i c a t i o n s e 
A P r o f i l e o f F e r t i l i z e r I n d u s t r y 
The c e n t r a l i t y o f t h e f e r t i l i z e r i n d u s t r y emerges 
f r o m the f a c t t h a t i t i s l i n k e d b o t h w i t h the a g r i c u l t u r a l and 
i n d u s t r i a l s e c t o r s . T h i s seems t o be more pronounced i n the 
d e v e l o p i n g t h a n i n the developed c o u n t r i e s , , Many o f the f o r m e r 
c o u n t r i e s e x p e r i e n c e severe shortages i n f o o d s u p p l i e s and 
t h e y need t o enhance t h e i r a g r i c u l t u r a l p r o d u c t i v i t y w i t h 
r e s p e c t t o i n d u s t r i a l c r o p s . 
The t h r e e b a s i c n u t r i e n t s i n c h e m i c a l f e r t i l i z e r s are 
n i t r o g e n ( N ) , phosphorus (PgO^), and p o t a s s i u m (K^O). A l t h o u g h 
n i t r o g e n i s found i n u n l i m i t e d q u a n t i t i e s i n the a i r , i t s 
a b s o r p t i o n i n t h i s f o r m by p l a n t s i s v e r y d i f f i c u l t . T h i s 
r e q u i r e s i t s c h e m i c a l t r a n s f o r m a t i o n i n t o a n o t h e r f o r m which 
can be used i n f e r t i l i z e r m a t e r i a l . One such f o r m i s ammonia 
which i s a b a s i c i n t e r m e d i a t e f o r the p r o d u c t i o n o f n i t r o g e n o u s 
f e r t i l i z e r , b u t c o u l d be used as a n u t r i e n t m a t e r i a l w i t h o u t 
any f u r t h e r p r o c e s s i n g * Phosphorus i s found i n l a r g e ore 
d e p o s i t s as phosphate r o c k which can be c h e m i c a l l y t r e a t e d t o 
produce ph o s p h o r i c a c i d which i s a base m a t e r i a l f o r the 
p r o d u c t i o n o f s a l t s t h a t can be compounded i n f e r t i l i z e r , , 
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Potassium i s found u s u a l l y i n l a r g e s a l t d e p o s i t s and c o u l d 
become a f t e r some p h y s i c a l t r e a t m e n t s u i t a b l e as a f e r t i l i z e r 
m a t e r i a l o 
p r o d u c t i o n and consumption over the l a s t t h r e e decades, 
e s p e c i a l l y i n t h e d e v e l o p i n g c o u n t r i e s 0 I n 1 9 7 7 / 7 8 , the t o t a l 
consumption o f these c o u n t r i e s o f a l l p l a n t n u t r i e n t s amounted 
t o 2 6 o 5 m i l l i o n tonnes ( o r about 2 5 c . 6 per cent o f w o r l d 
c o n s u m p t i o n ) , a g a i n s t 6 0 6 m i l l i o n tonnes ( 1 4 o 3 per c e n t ) i n 
1 9 6 5 / 6 6 , and 0 o 7 m i l l i o n tonnes ( 4 o 7 p e r c e n t ) i n 1 9 5 0 / 5 1 » 
Y e t , t he d e v e l o p i n g c o u n t r i e s produced o n l y about 1 6 < > 3 per 
cent o f t o t a l w o r l d p r o d u c t i o n , o r about t w o - t h i r d s o f t h e i r 
own needs i n 1 9 7 7 / 7 8 . I t i s o f s i g n i f i c a n c e t o note t h a t 
the w o r l d consumption o f n i t r o g e n o u s f e r t i l i z e r i n c r e a s e d i n 
r e l a t i v e importance d u r i n g the p e r i o d under c o n s i d e r a t i o n , 
f r o m 2 8 o 4 per cent o f a l l p l a n t n u t r i e n t s i n 1 9 5 0 / 5 1 t o 4 8 0 1 
per cent i n 1 9 7 7 / 7 8 „ T h i s seems t o be somewhat l e s s pronounced 
i n t h e case o f the d e v e l o p i n g c o u n t r i e s t h a n t h a t o f the 
developed c o u n t r i e s . The r e l a t i v e importance o f n i t r o g e n o u s 
f e r t i l i z e r i n t o t a l consumption o f f e r t i l i z e r i n c r e a s e d f r o m 
2 7 o l p e r cent i n 1 9 5 0 / 5 1 t o 4 0 0 9 p e r cent i n 1 9 7 7 / 7 8 i n t h e 
l a t t e r c o u n t r i e s , and f r o m 5 5 . 5 per cent t o 6 1 0 6 per c e n t , 
r e s p e c t i v e l y , i n the case o f the f o r m e r c o u n t r i e s < r ^ 
1/ A l l f i g u r e s have been d e r i v e d f r o m UNIDO, Continuous 
M o n i t o r i n g o f t h e Growth o f F e r t i l i z e r C a p a c i t y a t t h e 
N a t i o n a l o R e g i o n a l and G l o b a l l e v e l s , , I D / W G . 2 8 1 / 1 4 9 * 
2 7 October 1 9 7 8 ? and, FAO, F e r t i l i z e r Yearbook. 1 9 7 8 , 
There has been a r a p i d g r o w t h i n w o r l d f e r t i l i z e r 
1 7 8 
Rome, 1 9 7 9 = 
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Table 8 0 1 shows t h a t w o r l d f e r t i l i z e r demand i s 
expected t o i n c r e a s e f r o m 100 08 m i l l i o n tonnes i n 1977/78 t o 
about 161 06 m i l l i o n tonnes i n 1985/86 0 The l a r g e r p a r t o f t h e 
i n c r e a s e w i l l a r i s e i n A s i a , A f r i c a , and l a t i n America,, as w e l l 
as i n East Europe» But the c o m p o s i t i o n o f w o r l d demand f o r 
f e r t i l i z e r i s n o t l i k e l y t o change d u r i n g the p e r i o d mentioned 
above 9 though the demand f o r n i t r o g e n o u s f e r t i l i z e r i s l i k e l y 
t o i n c r e a s e more i n some r e g i o n s t h a n i n o t h e r s , e s p e c i a l l y 
i n East Europe and A s i a 0 W i t h r e s p e c t t o the Arab c o u n t r i e s , 
th e t o t a l demand f o r f e r t i l i z e r w i l l more t h a n double between 
1977/78 and 1985/86, and about t w o - t h i r d s o f the i n c r e a s e w i l l 
r e l a t e t o n i t r o g e n and o n e - t h i r d t o phosphate 0 
A l t h o u g h d e v e l o p i n g c o u n t r i e s may be able t o buy t h e i r 
f e r t i l i z e r r e q u i r e m e n t s f r o m i n t e r n a t i o n a l markets a t a l o w e r 
p r i c e t h a n the p r i c e a t which domestic p r o d u c t i o n c o u l d be 
a v a i l a b l e , many o f these c o u n t r i e s decide t o e s t a b l i s h t h e i r 
o w n . . _ f e r t i l i z e r i n d u s t r y as a means o f r e d u c i n g dependence on 
the o u t s i d e w o r l d and s a v i n g f o r e i g n exchange 0 But g e n e r a l l y 
the c o n d i t i o n s p r e v a i l i n g i n d e v e l o p i n g c o u n t r i e s do n o t 
encourage the e s t a b l i s h m e n t o f a f e r t i l i z e r i n d u s t r y , as 
t h e y work f o r i n c r e a s i n g c a p i t a l and o p e r a t i n g c o s t s . I n 
comparison w i t h i m p o r t s , the u n i t - c o s t o f p r o d u c t i o n c o u l d be 
as h i g h as t o d e f e a t t h e purpose o f s e t t i n g up the plant.. 
On the s u p p l y s i d e , aside f r o m b e i n g a c a p i t a l - i n t e n s i v e 
i n d u s t r y t h a t may r e q u i r e i n v e s t m e n t s beyond the means o f 
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i n d i v i d u a l d e v e l o p i n g c o u n t r i e s , i t r e q u i r e s d i v e r s e t e c h n i c a l 
and m a n a g e r i a l s k i l l s and the e x i s t e n c e o f a s u i t a b l e s u p p o r t -
i n g i n f r a s t r u c t u r e ( b o t h upstream f o r t he s u p p l y o f i n p u t s , 
and downstream f o r h a n d l i n g and d i s t r i b u t i n g o u t p u t ) . I t i s 
e s t i m a t e d t h a t p l a n t s i n d e v e l o p i n g c o u n t r i e s take f i v e y e a r s 
t o b u i l d , compared t o two o r t h r e e y e a r s elsewhere. Table 8,2 
p r o v i d e s a u s e f u l comparison between developed and d e v e l o p i n g 
c o u n t r i e s w i t h r e s p e c t t o investment c o s t e s t i m a t e s o f a gas-
based ammonia/urea p l a n t and a phos p h o r i c a c i d complexo T h i s 
Table, which i s d e r i v e d f r o m a World Bank p a p e r ^ s h o w s t h a t t h e 
cost o f i n v e s t m e n t i n the ammonia/urea p l a n t has a " l o c a t i o n 
f a c t o r " v a r y i n g f r o m l o 0 0 i n the case o f a developed c o u n t r y 
t o 1.52 i n a d e v e l o p i n g c o u n t r y w i t h some i n f r a s t r u c t u r e , and 
2.13 i n a remote l o c a t i o n w i t h i n a d e v e l o p i n g countryo However, 
i t i s n o t i c e d t h a t t h e c o s t o f machinery, equipment and s p a r e s , 
as w e l l as c o s t o f e n g i n e e r i n g charges do n o t v a r y s i g n i f i c a n t l y . 
The major v a r i a t i o n s i n c o s t s seem t o be i n the a c q u i s i t i o n o f 
l a n d , s i t e p r e p a r a t i o n and c i v i l works i n c l u d i n g r o a d s , d r a i n s , 
workshops, e t c 0 o o Other s i g n i f i c a n t v a r i a t i o n s occur i n the 
co s t o f o f f - s i t e and o t h e r expenses i n c l u d i n g h o u s i n g a m e n i t i e s , 
and i n t h e c o n t i n g e n c y p r o v i s i o n f o r p h y s i c a l and s i t e f a c t o r D 
Moreover, t h e c o s t o f f r e i g h t and i n s u r a n c e are o b v i o u s l y h i g h e r 
as the p l a n t and equipment have t o be i m p o r t e d i n the case o f 
a d e v e l o p i n g c o u n t r y . S i m i l a r o b s e r v a t i o n s can be made w i t h 
r e s p e c t t o the i n v e s t m e n t e s t i m a t e s o f t h e phos p h o r i c a c i d 
complex as p r e s e n t e d i n t h e above-mentioned T a b l e . 
2/ Wo F 0 S h e l d r i c k , C h i e f o f F e r t i l i z e r U n i t , World Bank, 
Investment and P r o d u c t i o n Cost o f F e r t i l i z e r s , UNLDO 
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On the demand s i d e , i t can be observed t h a t the l e v e l 
o f f e r t i l i z e r consumption i n d e v e l o p i n g c o u n t r i e s i s r e l a t i v e l y 
low, b u t w i t h a c o n s i d e r a b l e p o t e n t i a l f o r g r o w t h . I n v i e w 
o f the economies o f s c a l e which c h a r a c t e r i s e t h e f e r t i l i z e r 
i n d u s t r y , p l a n t s i n d e v e l o p i n g c o u n t r i e s t e n d t o s e t t l e down 
a t o u t p u t s o f 60-75 per c e n t o f designed c a p a c i t y , as a g a i n s t 
80=90 per cent i n the U n i t e d S t a t e s and E u r ope & I n a d d i t i o n , 
t h e s t a r t - u p problems o f the p l a n t s are g r e a t e r and more 
3/ 
p r o l o n g e d . ^ Table 7.1 suggests t h a t the m.eoS, f o r an 
ammonia/urea p l a n t i s about 500,000 tonnes per annum, and 
f o r ammonium n i t r a t e and ammonium s u l p h a t e p l a n t s about 220,000 
tonnes per annum each p l a n t . T h i s c o u l d be w e l l above t h e 
domestic r e q u i r e m e n t s o f a s i n g l e d e v e l o p i n g c o u n t r y o f a 
l a r g e s i z e . For i n s t a n c e , and as w i l l be r e v e a l e d l a t e r , Egypt 
which i s c o m p a r a t i v e l y a major consumer o f f e r t i l i z e r s i n the 
Arab r e g i o n and i n t h e d e v e l o p i n g w o r l d a t l a r g e , i s n o t 
p r e s e n t l y i n a p o s i t i o n t o s u s t a i n such l e v e l s o f p r o d u c t i o n 
on the b a s i s o f the domestic market. 
I t i s o f g r e a t s i g n i f i c a n c e t o v i e w a l l t h i s a g a i n s t 
the g r o w i n g need o f the d e v e l o p i n g c o u n t r i e s t o develop 
d o m e s t i c a l l y an adequate, dependable, and l o w - c o s t f e r t i l i z e r 
s u p p l y . T h i s i s prompted by b o t h the need t o a t t a i n a degree 
o f s e l f - s u f f i c i e n c y i n f o o d s u p p l y and t o p r o v i d e a hedge 
a g a i n s t t h e i n s t a b i l i t y o f f e r t i l i z e r p r i c e s i n i n t e r n a t i o n a l 
3/ See G-.R. A l l e n , "The World F e r t i l i z e r S i t u a t i o n " , World 
Development. V o l . 5, No. 5=7, 1977, p. 535. 
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marketso I n t h i s c o n t e x t s i n t e g r a t i o n i n the f e r t i l i z e r i n d u s t r y 
among r e g i o n a l g r o u p i n g s o f d e v e l o p i n g c o u n t r i e s c o u l d be 
i n s t r u m e n t a l i n a c h i e v i n g these o b j e c t i v e s more e f f i c i e n t l y , 
by b o t h r a t i o n a l i s i n g the use o f r e s o u r c e s and t a k i n g advantage 
o f an e n l a r g e d market. I n o t h e r words, t h r o u g h r e g i o n a l 
i n t e g r a t i o n a b e t t e r economic environment c o u l d be p r o v i d e d 
f o r t he p r o d u c t i o n o f f e r t i l i z e r s . 
The most obvious o p p o r t u n i t y f o r i n t e g r a t i o n e x i s t s 
between c o u n t r i e s t h a t are l a r g e p r o d u c e r s o f f e r t i l i z e r ( o r 
can p r o v i d e the p r i n c i p a l raw m a t e r i a l s ) and c o u n t r i e s t h a t 
are l a r g e consumers. The o p p o r t u n i t y e x i s t s a l s o between a 
l a r g e number o f s m a l l d e v e l o p i n g c o u n t r i e s which r e q u i r e s m a l l 
q u a n t i t i e s o f f e r t i l i z e r t o improve t h e p r o d u c t i v i t y o f t h e i r 
a g r i c u l t u r e * I n t h i s case the s e t t i n g up o f a r e g i o n a l 
f e r t i l i z e r p l a n t ( s ) , i n which a l l p a r t i c i p a n t s are i n v o l v e d 
under a j o i n t f i n a n c i n g , p r o d u c t i o n and m a r k e t i n g arrangement, 
w i l l g e n e r a t e b e n e f i t s n o t o n l y i n terms o f r a t i o n a l i s i n g 
the use o f r e s o u r c e s b u t a l s o i n terms o f p r o v i d i n g dependable 
supply o f f e r t i l i z e r a t a reasonable p r i c e — a t l e a s t l o w e r 
t h a n can be a t t a i n e d on a n a t i o n a l s c a l e e 
The Arab c o u n t r i e s covered i n t h i s s t udy p r e s e n t a 
s t r o n g case f o r i n t e g r a t i o n i n f e r t i l i z e r p r o d u c t i o n s T h i s 
v iew i s based on the p a t t e r n o f r e s o u r c e endowment, s i z e o f 
the domestic m a r k e t s , and the emerging p a t t e r n o f p r o d u c t i o n . 
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The oil-countries possess the necessary raw materials, as 
well as the f i n a n c i a l resources, f o r the production of n i t r o -
genous f e r t i l i z e r , while Jordan, Syria;, and Egypt have the 
necessary raw materials f o r the production of phosphate and 
potash f e r t i l i z e r s o As the a g r i c u l t u r a l p o t e n t i a l i n the 
region l i e s only i n some countries, i t i s possible to conceive 
how an e f f i c i e n t horizontal or v e r t i c a l i n t e g r a t i o n f o r a 
range of f e r t i l i z e r product-mix can promote a g r i c u l t u r a l 
development w i t h i n the region and help i n combating the 
alarming increase i n the "food gap"e The need f o r integration 
i s f u r t h e r stressed by the emerging pattern of development i n 
the f e r t i l i z e r industry as i t involves much duplication i n 
production capacity Q This does not only r e s t r i c t the scope 
f o r sharing the regional market, but also could lead to severe 
competition i n markets outside the region,, 
Development of Arab F e r t i l i z e r Industry 
On the whole, the f e r t i l i z e r industry i n the Arab 
countries i s of a recent o r i g i n 0 Prior to World War I I , the 
only f e r t i l i z e r plant was established i n 1936 at Kafr El~fSayat 
i n Egypt, to produce single superphosphate at the rate of 
25,000 tonnes per annum0 The nitrogen f e r t i l i z e r industry i n 
the Arab region did not s t a r t u n t i l 195l s when also i n Egypt 
a u n i t producing calcium n i t r a t e was established at Suez0 
I n 19669 the f i r s t export=*oriented f e r t i l i z e r plant was set 
up i n Kuwait, producing ammonium sulphate and urea, and t h i s 
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was followed by a number of s i m i l a r plants i n the region 
(see Table 8<>3)° Potash i s the least s i g n i f i c a n t of the 
f e r t i l i z e r n u t r i e n t s i n the region, and the need f o r i t i s 
met by importSo However, a large-scale project f o r potash 
production i s planned f o r Jordan to exploit the Dead Sea 
mineral resources, but t h i s project i s not l i k e l y to s t a r t 
production before 1983/84 at the e a r l i e s t 0 ^ 
Table 8o4 shows the trend i n f e r t i l i z e r consumption 
i n the Arab countries over the l a s t two decadeso I t i s 
evident that Egypt uses more chemical f e r t i l i z e r per hectare 
of a g r i c u l t u r a l land than any other country i n the region, 
and compares favourably with many other developed and develop-
ing countrieso About h a l f of Egypt 5s consumption of f e r t i l i z e r 
i n 1977/78 was produced domestically, but i t i s expected that 
the completion of several f e r t i l i z e r complexes i n various 
parts of the country w i l l reduce imports considerably,, I t 
i s important to note that both phosphate and n i t r a t e f e r t i l i z e r 
industries i n Egypt seem to have attained during the 1960s 
productive e f f i c i e n c y , by c a p i t a l i s i n g on the low cost of 
rock phosphate and e l e c t r i c i t y as w e l l as the low labour costs 
4/ When i t becomes available, production w i l l be i n the form of 
potassium chloride, a product which i s i l l - s u i t e d to the 
s o i l conditions i n the Arab region,, But i t i s possible f o r 
the Arab countries to participate i n a plant f o r the conversion 
of potassium chloride into sulphate by means of sulphuric acid 
attack. This operation can be located at Aqaba i n Jordan, 
where recovered sulphur from Saudi Arabia could provide the 
raw material f o r sulphuric acid production„ The by-product 
which i s hydrochloric acid might be used i n a dicalcium 
phosphate u n i t which would meet the increasing requirement f o r 
animal feed i n the context of the Arab a g r i c u l t u r a l development 
programme i n the Sudan0 See B r i t i s h Sulphur Corporation L t d 0 , Study on the Development of the F e r t i l i z e r Industry i n the 
Arab States 8 prepared f o r IDGAS, Volo I , 1978, p c 369, 
386 
0 (1) CD P CD CD 
_p -P p -p r( cj cd cd cd - p Xl P rH & X! o P , PH ,3, (D PH CD 0) p; a> co • p 03 HP P CO p o o 0) O cj O cj CJ O O r j ,—i -P •H .d -c ,d c: ,d u ' P - a cd "p, d P , PH P , PH P , cl PH P. P, f H P. O r H U H r H M i—i CD • p 0) P CD P P 0 H PH P. •H p, % CO PH 'jj co P , « 0) P d a P N a CQ co co i 6 CO 6 
• r i pi p H CJ CD p CD • r i (D *.—! •H CD •H • r i H H • r i H d r H d r H d -P ta3 O W o O W o o Cd !;.<") G P. d r < H d r H a a S g 0) (D •H •H •H CD g • r i q S f H •H r.^  £.0 GO O W o 7/\ J5 P> CO < 
§ 
















• r i 
d 
B P 
















e p •H d 
C 
E 
• H • r i 
O cd O 03 r H 0) H CD cd P Cd f H O P> O P> 
• P 
f 3 r * i Cd H N cd 1 ,P H ra M cd cd - p CJ f n N a Cj 0) r-i 









- P £0 
13 
cd 
r H C3 

















o H cri •ri 
f H 










• p p. 















• P P o 
p 
r H • r i cd P 
x: 
rH 0) 0 o 
13 
I 





CO • H CO o CO cd CO r H o rH o a) m cd cd • r i • r H '£J o fj r - j o r H e p , • P • r i i . ; • H cd CD - p r H •in CJ e o si CO CD p > • r i CO CD • r i CO C3 p • X! PH P CD p CD -d o O • • CD • r i • O CD • r i rd d o o o <H0 f H O Xl f H S M o o b - P O d r j - P a CQ • r i CO • r i CO t-l 0) Cd CO f n H P CO •d P CO cd a a> 0) cj G 'd CD rc f H o • r i • r i ;o • r i d • r i 3 d CD • r i ^ •d U • r i f H f-l >d !—1 N E d P1 H P > a • P d C\0 • • r i d) CD a CO • r i 0} o CO cj d o r H - P P" • P • r i p • r i o • r i © cd CD t3 PH H J a> P. H-> si fl CD - • i d 0 f H f H f n P . o M P.-., r H CO r H o CD CD <D o CO o • r i o d IS) PH o r H g t5 £ r H • r i • r i xi H cd $ C cd f H 5? r H f H • PH o O • r i ca o o • r i o • r i x> f H • r i c i H • P H H f n q PJ cd r H o f H O a • CD U Cj CD • CD • • r i o rH • r i r-j X! o Cj o H o O o Cd o o o cd cd c • r i ri P . o d f n f H •d f H H f - l M o cd f H CD H CO H^> P P i d P 1 CO • r i p > CQ d O cd CD cd • r i CD a) cd d cd CD l-D 
f i PH LO Pi P> O' 
Cd 
• r i 
, P 
f ! • p cd P > cd H p • r i f H p * • r i p > cd f H H - 3 ft cd < PH cj PH • r i Cd PH o< M >^ cd u • P cd C hjj p' • 'HP f H P cd f H r 2 CO P I CO C" P i 
CD C D r H C O o • ^ 1 - CTv O r H r H H C M L T v P> LT\ LTl VD VD VD CO C— C- rr- c -f j C A C T \ C , cn cn Cd> cn G > C l CTi CTi P I r H r H r H r H r H r H r H r H r H H r H r H H r H H H r H r H 
- 3 8 7 -
T A B L E 8 , 4 
A R A B C O U N T R I E S : C o n s u m p t i o n o f F e r t i l i z e r ( N , P 9 0 < - , K 9 0 ) , 
1 9 6 1 - 6 5 , 1 9 7 2 , a n d 1 9 7 7 5 
( i n 1 0 0 g r a m m e s ) 
P e r H e c t a r e o f A g r i o A r e a P e r C a p i t a 
C o u n t r y 
1 9 6 1 - 6 5 1 9 7 2 1 9 7 7 1 9 6 1 - 6 5 1 9 7 2 1 9 7 7 
1 0 9 9 1 4 6 7 1 8 7 5 1 0 6 1 2 7 1 4 3 
J u d a n 8 1 7 1 0 2 2 3 8 2 0 
B a h r a i n o « o 30 o o e coo 1 o o a 
C r a q 3 2 5 5 8 3 2 3 4 6 
f o r d a n 2 4 2 1 3 8 1 7 1 7 2 6 
L e b a n o n 6 0 7 1 6 0 6 7 7 9 8 5 2 1 2 9 1 
) m a n O 0 o O O 0 
9 
Q Q O GOO 1 1 
3 a t a r O o o O • 9 5 8 O O 0 • O O 3 1 
3 a u d i A r a b i a 0 o o O O 0 1 O O O • 4 1 1 
S y r i a 1 2 3 5 5 9 3 6 7 4 1 0 7 
J o A oE o O 0 o 2 6 4 3 O 0 o 19 1 4 
re m e n o o o 1 3 O o 0 1 5 
) e i o Y e m e n o o o 9 Q O e e o O 0 o D O © 1 
? C o m p a r i s o n 
forld 8 7 1 7 3 2 2 0 1 2 2 2 0 9 2 4 2 
A f r i c a 9 2 0 2 6 3 1 5 5 6 2 
T o r t h & C e n t r a l 
A m e r i c a 1 6 8 2 9 9 3 5 7 3 7 2 5 7 1 6 3 1 
L s i a 5 2 1 3 9 2 0 9 30 6 6 8 9 
C u r o p e 6 5 4 1 1 6 6 1 3 0 4 3 6 2 5 8 3 6 2 7 
F r a n c e 8 2 3 1 6 3 0 1 6 3 9 5 9 3 1 0 2 5 9 8 6 
V e s t G e r m a n y 1 7 1 4 2 5 7 1 2 6 5 4 6 5 0 793 9 4 9 
i r i t a i n 7 4 6 9 2 4 1093 2 7 4 3 1 0 3 5 8 
T a p a n 2 9 8 9 3 6 2 8 3 8 6 9 1 8 6 1 9 2 1 8 7 
S o u r c e % C o m p i l e d f r o m F A 0 9 F e r t i l i z e r Y e a r b o o k , 1 9 7 8 , o p „ c i t . , 
T a b l e 1 2 , p p 0 1 0 - 2 0 . 
- 388 -
and abundant a v a i l a b i l i t y of engineering s k i l l s 
Lebanon ranks second i n the consumption of f e r t i l i z e r 
i n the region, but i t imports the bulk of i t s f e r t i l i z e r 
requirements aside from t r i p l e superphosphate. In contrast 
with most other Arab countries, Lebanon does not have the 
necessary raw materials f o r the f e r t i l i z e r industry* The 
ex i s t i n g two f e r t i l i z e r plants producing nitrogenous and 
phosphatic compounds r e l y on imports of intermediates (ammonia 
and phosphates) and foreign technology e The high cost of 
imported raw materials constitutes a major obstacle to the 
development of t h i s industry as an export-orientated one. 
In Jordan and Syria, the emphasis i n the f e r t i l i z e r 
industry tends to be on phosphate, due to the a v a i l a b i l i t y of 
sizeable phosphate rock deposits 9 Jordan's proven phosphate 
deposits were estimated at 1200 m i l l i o n i n 1975 $ and e x p l o i t a -
t i o n i s vested i n the state-owned Phosphate Mines (with a paid-
up c a p i t a l of JD 10 m i l l i o n ) 9 In 1979? phosphate production 
reached 2,83 m i l l i o n tonnes, against 1„40 m i l l i o n tonnes i n 
1975, and 0.65 m i l l i o n tonnes i n 1970, At an average f o O , b 9 
price of $33 per tonne export proceeds i n 1979 amounted to 
$90 m i l l i o n . Under i t s Five-Year Development Plan (1976-80), 
Jordan i s set t i n g up a phosphate f e r t i l i z e r complex i n Aqaba 
_§/ Bent Hansen and Karim Nashashibi, Foreign Trade Regimes and 
Economic Developments Egypt (New Yorks National Bureau of 
Economic Research, 1975), p« 271o 
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at a t o t a l cost of $280 m i l l i o n (including a $50=million 
port f o r f e r t i l i z e r e xport) o This complex w i l l include u n i t s 
f o r the production of sulphuric acid (3200 tonnes per day), 
phosphoric acid (1100 tonnes per day), t r i p l e superphosphate, 
and mono- and di~ammonium phosphate (2000 tonnes per day) o The 
phosphate rocks w i l l be mined l o c a l l y , while 200,000 tonnes of 
sulphur and 80,000 tonnes of ammonia w i l l have to be imported 
f o r the production process<> No less than 90 per cent of the 
output w i l l have to be exported i n view of the l i m i t e d domestic 
market, but with the p o s s i b i l i t y of absorbing a larger share 
of sulphuric acid production domestically when the Dead Sea 
potash project i s s t a r t e d e 
Syria i s also t r y i n g to e x p l o i t i t s rock phosphate 
deposits, and i n the context of i t s present Five-Year Develop-
ment Plan (1976-80) i t i s se t t i n g up two t r i p l e superphosphate 
plants i n Horns and Deir El-Zoor with designed capacities of 
450,000 and 250,000 tonnes per annum, respectively 0 Also i t 
w i l l set up an ammonia/urea plant i n Horns at a cost of £S 1000 
m i l l i o n , and a capacity of 1000 tonnes per day of ammonia and 
1050 tonnes per day of urea D A nitrogenous f e r t i l i z e r plant 
has been i n operation i n Horns since 1972, and i n 1975 i t was 
running only at 5 0 per cent of i t s designed capacity, producing 
639553 tonnes of ammonium nitrate<M 
I t i s of in t e r e s t to note that the development of the 
f e r t i l i z e r industry i n the Arab oil - c o u n t r i e s has been chosen 
6/ EOWA, Recent Development i n the Chemical Industry i n Syria a Joint ECWA/TOIDO Industry D i v i s i o n , 78=2143, 31 August 1978, 
p 0 14 o 
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as a f i r s t stage i n the development of the petrochemical 
industry^ As domestic consumption of f e r t i l i z e r i n these 
countries, with the exception of Ira q , i s quite l i m i t e d f the 
bulk of production i s f o r export. Under i t s Five~>Year Economic 
Development Plan (1976=80), Iraq planned f e r t i l i z e r complexes 
consisting of a plant at Khor El-Zubair with a capacity of 
541,000 tonnes per annum of ammonia and 450,000 tonnes per 
annum of urea, both to s t a r t operation la t e i n 1979e Another 
ammonia plant with a capacity of 216,000 tonnes per annum i s 
to be established i n Basra, and a wet-process phosphoric acid 
plant with a capacity of 400,000 tonnes per annum i s to be 
established i n al-Qaim, 
In addition to Kuwait which has the largest nitrogenous 
complex i n the region with a capacity of 545,000 tonnes per 
annum, there i s a nitrogenous f e r t i l i z e r complex i n Qatar 
with a capacity of 245,000 tonnes per annum which i s to be 
expanded to 490,000 tonnes per annum by 1981, 
Table 8,5 gives the production and consumption posi t i o n 
of f e r t i l i z e r s i n the Arab countries during 1977/78, I t can 
be noticed that Saudi Arabia, I r a q , Kuwait, Qatar, and Lebanon 
realise a surplus i n production over domestic consumption, 
and t h i s makes export o u t l e t s c r u c i a l i n sustaining e f f i c i e n t 
productiono I n contrast, the other Arab countries realise a 
d e f i c i t that varies from one country to another, depending 
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on imports ranged between 100 per cent i n the case of the 
Sudan and 70 per cent and 40 per cent i n the cases of Syria 
and Egypt, respectively,, What i s worth noting i s that 
aggregate production i n the Arab region i s more than enough 
to s a t i s f y aggregate consumption, with respect to both 
nitrogenous and phosphate f e r t i l i z e r s . This i n i t s e l f i s a 
s i g n i f i c a n t point on the basis of which the d e s i r a b i l i t y 
of i n t e g r a t i o n i n the f e r t i l i z e r s industry can be argued. 
According to present plans, the production of f e r t i l i z e r s 
i n the Arab region i s expected to increase considerably by the 
year 1985» such that most countries w i l l have surpluses f o r 
export. Table 8.6 presents the results of our attempt to 
project production and demand f o r various types of f e r t i l i z e r 
by country i n 1985. As f a r as production i s concerned, the 
projections are derived from the expected ( e x i s t i n g plus planned) 
design capacities i n 1985, I t i s assumed that the operating 
rates i n f e r t i l i z e r plants i n the majority of the Arab countries 
w i l l not improve considerably by 1985, and most probably they 
w i l l range between 70 and 75 per cent. Only i n Kuwait t h i s 
rate i s assumed to be 80 per cent. According to figures 
obtained p r i v a t e l y from the Arab Federation of Chemical F e r t i -
l i z e r Producers (AFGFP), the operating l e v e l i n nitrogenous 
f e r t i l i z e r plants i n the Gulf has been s t r i k i n g l y low during 
the 1970s. S p e c i f i c a l l y , during the period 1972=76 the average 
capacity u t i l i s a t i o n i n urea plants was 85 per cent i n the 
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Saudi Arabia, and 69 per cent i n Qatar., This phenomenon i s 
confirmed by an IDGAS study which shows t h a t the ope r a t i n g 
l e v e l as a p r o p o r t i o n of capacity i n nitrogenous f e r t i l i z e r 
p l a n t s i n 1976 ranged between 52 per cent i n Qatar, 54 per cent 
i n Iraq? 57 per cent i n S y r i a , 63 per cent i n Saudi Arabia, 
7/ 
73 per cent i n Egypt and 82 per cent i n K u w a i t N u m e r o u s 
reasons such as power f a i l u r e s , inadequate process planning, 
c o o l i n g water problems, l a c k of s k i l l s and n o n - a v a i l a b i l i t y 
of spare p a r t s , are u s u a l l y c i t e d to e x p l a i n the low u t i l i s a -
t i o n r a t e . 
As to the p r o j e c t i o n s o f demand f o r f e r t i l i z e r s i n the 
Arab co u n t r i e s i n 1985 ? they have been derived from two 
sets o f estimates,. One set (Case I i n Table 806) i s derived 
from the B r i t i s h Sulphur Corporation study on the f e r t i l i z e r 
i n d u s t r y i n the Arab c o u n t r i e s , which estimates the demand 
f o r f e r t i l i z e r s on the basis of the expected expansion i n 
a g r i c u l t u r a l land and the i n t e n s i f i c a t i o n o f the use o f 
f e r t i l i z e r s * , Although t h i s methodology i s an i d e a l one, the 
lack o f r e l i a b l e s t a t i s t i c s and i n f o r m a t i o n on a g r i c u l t u r a l 
planning r e s t r i c t s considerably i t s e f f e c t i v e n e s s * This i s 
supported by the view t h a t much of the expansion i n the 
consumption of f e r t i l i z e r s depends on the a v a i l a b i l i t y o f the 
proper i n f r a s t r u c t u r e and the promotion o f awareness of i t s 
usefulness among farmers., Both o f these are long-term comit-
ments and require i n t e n s i v e development e f f o r t s , e s p e c i a l l y 
2/ IDCAS, Arab Cooperation i n the Development of the Chemical 
F e r t i l i z e r I n d u s t r y , a working paper presented to the Second 
Meeting of the Arab M i n i s t e r s of I n d u s t r y , Tunis, 8=13 
November 1977 9 p s 9 ( i n Arabic)„ 
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i n S y r i a and I r a q where there i s s t i l l much scope f o r 
a g r i c u l t u r a l development I n additions the spread o f the 
use o f f e r t i l i z e r s depends much on the a v a i l a b i l i t y o f water 
f o r i r r i g a t i o n and the type o f crops grown<> The f a c t t h a t 
a g r i c u l t u r a l a c t i v i t y i n the Arab c o u n t r i e s , except i n Egypt, 
the Sudan and I r a q , i s h e a v i l y dependent on r a i n f a l l l i m i t s 
the expansion i n f e r t i l i z e r consumption., 
I t seems t o be more r e a l i s t i c t o t h i n k o f a more 
gradual expansion i n f e r t i l i z e r consumption,, According t o 
estimates envisaged c u r r e n t l y by AFCFP, the average annual 
rate o f increase i n f e r t i l i z e r consumption i n the Arab 
countries d u r i n g the f i r s t h a l f o f the 1980s w i l l be about 
9 per cent f o r n i t r o g e n , 12<>5 per cent f o r phosphate, and 
8/ 
15 per cent f o r potasho-' Using these r a t e s and t a k i n g a c t u a l 
demand f o r f e r t i l i z e r s i n 1979 as a base, we could compute 
another set o f estimates f o r 1985 (Case I I i n Table 8 0 6 ) 0 
Only i n a few instances, n o t a b l y i n Egypt and I r a q , the 
p r o j e c t i o n s o f Case I I are l a r g e r than those o f Case I? 
otherwise they are less o r equal to them c 
As a compromise, a t h i r d set o f demand p r o j e c t i o n s 
f o r 1985 (Case I I I i n Table 8 06) was computed by f i n d i n g the 
averages o f the p r o j e c t i o n s o f the above two s e t s 0 By 
comparing the demand p r o j e c t i o n s o f Case I I I w i t h p r o j e c t e d 
production i n 1985, i t i s possible t o f i g u r e out the expected 
8/ For a supporting p o i n t o f view, see Abdel Baki a l ~ N o u r i , 
" S i t u a t i o n o f Ammonia and Chemical F e r t i l i z e r s i n the Middle 
East", i n AFCFPa Quarterly J o u r n a l 0 Volo I , Mo<> 4, December 
1979 s PPo 15=17 ( i n A r a b i c ) 0 " 
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s u r p l u s / d e f i c i t p o s i t i o n i n 1 9 8 5 f o r the various types o f 
f e r t i l i z e r s o Table 8 o 7 summarises the p o s i t i o n f o r the r e g i o n 
as a whole 9 and can be compared w i t h Table 8 Q 5 t o d e p i c t the 
magnitude o f the change between 1 9 7 7 / 7 8 and 1 9 8 5 0 
Several i n t e r e s t i n g observations can be made on the 
basis o f the above Tables, to argue f u r t h e r the case f o r 
i n t e g r a t i o n o F i r s t , the Arab countries which are expected 
to i n c u r a d e f i c i t between domestic production and demand w i l l 
be the Sudan, Egypt, Oman and the two Yemens0 However, i t 
ought to be mentioned t h a t the dependence on domestic production 
w i l l increase i n the case o f Egypt from 5 2 per cent i n 1 9 7 7 / 7 8 
to 7 8 per cent i n 1 9 8 5 , whereas i n the case o f the Sudan the 
dependence r a t i o w i l l increase from zero t o 3 8 per c e n t 9 
r e s p e c t i v e l y 0 The c o u n t r i e s which w i l l r e a l i s e a surplus 
f o r export are mostly o i l - p r o d u c i n g as t h e i r f e r t i l i z e r 
i n d u s t r i e s are b a s i c a l l y e x p o r t = o r i e n t a t e d 0 This a p p l i e s as 
w e l l to Jordan which i s expected to export about 9 0 per cent 
of i t s production.. 
Second, i t i s expected t h a t between 1 9 7 7 / 7 8 and 1 9 8 5 
the n i t r o g e n f e r t i l i z e r production w i l l increase by a f a c t o r 
of 3 o 8 , while the phosphate f e r t i l i z e r production w i l l increase 
by a f a c t o r o f l l o 3 o However, i t i s to be remarked t h a t the 
main growth i n production w i l l be concentrated on a few n u t r i e n t s 
namely urea, t r i p l e superphosphate, and nitrogenous and phospha= 
t i c compoundso By 1 9 8 5 , urea w i l l c o n s t i t u t e about 8 3 » 8 per 
cent o f t o t a l nitrogenous f e r t i l i z e r p r o d u c t i o n , and t r i p l e 
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superphosphate about 75o3 per cent o f t o t a l phosphate 
f e r t i l i z e r p r o d u c t i o n Due to the emphasis on i r r i g a t e d 
a g r i c u l t u r e w i t h i n the Arab r e g i o n ( e s p e c i a l l y i n the Sudan, 
Egypt and I r a q ) , and the need to increase the n i t r o g e n component 
i n the f e r t i l i z e r i n p ut i n such type o f a g r i c u l t u r e , the above 
s h i f t i n production should be considered a de s i r a b l e development 0 
As to potashy i t i s expected t h a t a l l requirements w i l l be 
imported from outside the r e g i o n , unless the Dead Sea Potash 
p r o j e c t comes i n t o operations 
T h i r d , despite the a n t i c i p a t e d growth i n f e r t i l i z e r 
consumptions e s p e c i a l l y i n the Sudan, Egypt, I r a q , and S y r i a s 
the Arab region as a whole w i l l have i n 1985 a surplus f o r 
export o f n i t r o g e n and phosphate f e r t i l i z e r s amounting t o 2 Q9 
m i l l i o n tonnes, o r about 3 per cent o f p r o j e c t e d world demand0 
I t must be recognised, however, t h a t the growth i n demand f o r 
f e r t i l i z e r s tends to be slow 9 as i t i s i n t i m a t e l y r e l a t e d t o 
the development o f e f f i c i e n t d i s t r i b u t i o n channels,, Although 
the average per c a p i t a consumption o f f e r t i l i z e r i n the Arab 
region w i l l increase from 8 kilogrammes i n 1977/78 t o about 
15 kilogrammes i n 1985$ i t w i l l remain low i n comparison w i t h 
world standardSo I n t h i s regard, i t ought t o be mentioned t h a t 
the Arab a g r i c u l t u r a l development programme i n the Sudan w i l l 
generate a large increase i n demand f o r f e r t i l i z e r s 9 but t h i s 
i s not l i k e l y to take place before 1985o Anyhow, the Arab 
countries c o l l e c t i v e l y can a t t a i n s e l f - s u f f i c i e n c y i n f e r t i l i z e r s 
not o n l y w i t h reference to the present l e v e l s o f f e r t i l i z e r 
consumption, but also t o a much higher l e v e l o f consumption., 
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Fourth, and f i n a l l y , the emerging p a t t e r n of f e r t i l i z e r 
p roduction i n the Arab r e g i o n seems t o be i n l i n e w i t h the 
world-wide tre n d towards h i g h e r analysis products (i«ea urea, 
t r i p l e superphosphate, and diammonium phosphate) e This t r e n d 
i s induced by the f a c t t h a t low-analysis f e r t i l i z e r s (such as 
ammonium sulphate, calcium ammonium n i t r a t e and s i n g l e super-
phosphate) are more expensive to t r a n s p o r t per tonne o f nutrient.,' 
But i t seems now t h a t the export o u t l e t s w i l l be l i m i t e d , as 
the l e v e l o f f e r t i l i z e r consumption i n the developed c o u n t r i e s 
i s already h i g h and an over-supply s i t u a t i o n w i l l continue t o 
e x i s t i n these c o u n t r i e s e This makes the A f r i c a n , Asian and 
L a t i n American countries p o t e n t i a l markets f o r export. I t 
i s estimated t h a t these regions w i l l need to import about 
3 m i l l i o n tonnes o f f e r t i l i z e r s i n 1 9 8 5 I n such a s i t u a t i o n , 
there i s l i k e l y t o be keen competition among the Arab c o u n t r i e s 
i n export markets» 
p a t t e r n o f development o f the f e r t i l i z e r i n d u s t r y i n the Arab 
cou n t r i e s c a r r i e s w i t h i t the need f o r integration,,, This i s 
based on two i n t e r r e l a t e d views. One i s t h a t the Arab c o u n t r i e s 
possess c o l l e c t i v e l y d i v e r s i f i e d resources f o r f e r t i l i z e r 
p r o duction, on the basis o f which they can a t t a i n c o l l e c t i v e 
s e l f - r e l i a n c e o I n the o i l - p r o d u c i n g c o u n t r i e s , the a v a i l a b l e 
On t h i s p o i n t see World Bank, A Planning Study o f the F e r t i l i z e r 
Sector i n Egypt, Working Paper No<> 2 6 9 , Washington, D0C<>, 
J u l y 1 9 7 7 , pp. 4 = 5 • 
1 0 / UNIDOj, Continuous Monitoring o f the Growth o f F e r t i l i z e r 
Capacityo op*, c i t o s p s 3 5 e 
What can be concluded from the foregoing i s t h a t the 
o zer 
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raw m a t e r i a l base f o r producing nitrogenous f e r t i l i z e r 
represents an export potentials, which i s f a r i n excess o f 
domestic and r e g i o n a l demand, and the c r e a t i o n o f a r e g i o n a l 
market would provide a s t a b i l i s i n g f a c t o r against the wide 
f l u c t u a t i o n s i n i n t e r n a t i o n a l f e r t i l i z e r marketo I n Jordan 
and, t o a le s s e r e x t e n t , i n Egypt and S y r i a , there i s a 
considerable p o t e n t i a l f o r producing phosphate f e r t i l i z e r on 
a r e g i o n a l basiso Jordan also enjoys a great p o t e n t i a l f o r 
potash f e r t i l i z e r production,, A l l t h i s would provide not 
only a major element f o r a g r i c u l t u r a l i n t e n s i f i c a t i o n and 
expansion, but also a c a t a l y s t f o r promoting r e g i o n a l i n t e r -
dependence i n food supplyo 
The other view r e l a t e s to the economics o f the f e r t i l i z e r 
i n d u s t r y and i t s o p e rating conditions,, As i n oth e r developing 
c o u n t r i e s , the f e r t i l i z e r i n d u s t r y i n the Arab c o u n t r i e s s u f f e r s 
from both high investment costs and u n d e r - u t i l i s a t i o n o f 
capacity,. I t i s known t h a t the f e r t i l i z e r i n d u s t r y i s a 
c a p i t a l - i n t e n s i v e industry*, For instance, a 1 6 5 0 - t o n n e per day 
nitrogenous f e r t i l i z e r p l a nt r e q u i r e s about 6 5 0 worke r s ^ and 
costs around $ 2 0 0 m i l l i o n , which means t h a t the investment per 
worker averages $ 0 o 3 m i l l i o n , . On the assumption t h a t the 
production o f one tonne o f urea re q u i r e s 0 * 6 2 worker/hour, and 
t h a t the average wage per worker/hour i s $ 8 , the labour cost 
per tonne o f urea w i l l be $ 5 o I f overhead expenses (amounting 
1 1 / The percentage d i s t r i b u t i o n o f workers according to 
f u n c t i o n i s as follows? d i r e c t o r s ( 5 ) , t e c h n i c a l s u p ervision 
( 2 0 ) , operation and maintenance ( 5 0 ) 9 and o r d i n a r y workers 
( 2 5 ) o 
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to 160 per cent o f $8 per tonne) are added, the t o t a l labour 
cost per tonne o f urea w i l l be $13» o r about 10 per cent o f 
the s e l l i n g p r i c e under present-day c o n d i t i o n s e The importance 
of economies o f scale i n the f e r t i l i z e r i n d u s t r y can be seen 
from the f a c t t h a t a urea p l a n t s i m i l a r to the one mentioned 
above involves f i x e d expenses amounting to 1100,000 per day 
(assuming 10 per cent d e p r e c i a t i o n , 5 per cent maintenances 
and 10 per cent r a t e o f r e t u r n ) 9 and accordingly the cost 
per tonne o f urea would increase from $92 t o $127 should the 
oper a t i n g capacity f a l l from 90 t o 60 per c e n t o ^ ^ At the 
same time, one must recognise t h a t the increases i n the 
p r i c e s o f o i l - d e r i v e d hydrocarbon feedstocks since 1973 have 
tended to make the t r a d i t i o n a l s i t e s o f ammonia/urea production 
i n the i n d u s t r i a l i s e d c o u n t r i e s ( e s p e c i a l l y Western Europe 9 
Japan, and the U 9S aA s) i n c r e a s i n g l y less c o m p e t i t i v e , and t h i s 
gave a leeway t o the gas=abundant c o u n t r i e s i n the developing 
world t o develop t h e i r own f e r t i l i z e r i n d u s t r i e s . But as 
pointed out e a r l i e r , the increase i n c a p i t a l costs o f f e r t i l i z e r 
p l a n t s i n the Arab co u n t r i e s (as w e l l as other developing 
c o u n t r i e s ) , combined w i t h r e l a t i v e l y low operating r a t e s , 
seem t o o f f s e t the advantage t h a t these countries have gained 
i n terms o f feedstock costs over t r a d i t i o n a l producers o f 
f e r t i l i z e r s , . I n t h i s c o n t e x t , i t can be argued t h a t i n t e g r a t i o n 
i n the f e r t i l i z e r i n d u s t r y i s not only d i c t a t e d by the need 
t o reduce u n i t - c o s t f o r consumption i n the Arab region„ but 
12/ These f i g u r e s have been obtained from the discussions o f 
of the F i r s t Consultative Meeting f o r the Promotion o f 
Marketing o f Chemical F e r t i l i s e r s i n the Arab Region, 
organised by IDCAS and AFGFP i n cooperation w i t h UNDP 
i n Damascus i n J u l y 1980, 
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also t o enable them t o e x p l o i t t h e i r f e r t i l i z e r raw m a t e r i a l s 
f o r exporto This w i l l be i l l u s t r a t e d i n the remaining p a r t 
o f t h i s chaptero 
The P o t e n t i a l f o r I n t e g r a t i o n 
The 1970s w i l l d e f i n i t e l y go down i n h i s t o r y as a 
decade which experienced considerable changes i n p r i c e s and 
i n t e r n a t i o n a l economic r e l a t i o n s o Along w i t h the accelerated 
increase i n p r i c e s o f raw m a t e r i a l s , f u e l s , and u t i l i t i e s , 
investment costs have soared under the in f l u e n c e o f i n f l a t i o n c 
13/ 
According t o a study prepared i n 1978,-^ the cost o f b u i l d i n g 
an ammonia p l a n t increased between 1970 and 1978 by f a c t o r s 
ranging between 1<>99 i n the United Kingdom, 2 o05 i n I t a l y , 2<>55 
i n West Germany, and 2<>90 i n Hollando But i t must be admitted 
t h a t these f i g u r e s r e f l e c t , aside from i n f l a t i o n , a general 
t r e n d as the investment costs o f any p l a n t are a f f e c t e d by 
v a r y i n g domestic f a c t o r s such as labour l e g i s l a t i o n s , laws on 
environment, a d d i t i o n a l costs to introduce energy-saving 
techniques, e t C o . 
The study o f a c t u a l cost data o f f e r t i l i z e r p l a n t s i n 
the Arab co u n t r i e s proved t o be extremely d i f f i c u l t , i n view 
o f the absence o f such data i n published f o r m 0 Moreover, there 
12/ Centre d"Etude de 1"Azote, Increase i n Cost o f B u i l d i n g An 
Ammonia Plant Since 1970„ UNID0s ID/WG <, 274/14, 5 A p r i l 1978 <, 
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are many p l a n t s i n the Arab co u n t r i e s which are s t i l l under 
c o n s t r u c t i o n , and these w i l l expand production capacity d u r i n g 
the f i r s t h a l f o f the 1980s by about 65 per cent (see Table 8 0 6 ) 0 
This must be seen i n co n j u n c t i o n w i t h the f a c t t h a t the opera-
t i n g l e v e l o f p l a n t s tends t o increase over ti m e , as the case 
of Kuwait c l e a r l y i n d i c a t e s , and t h i s w i l l a f f e c t considerably 
production costs. 
However, an attempt w i l l be made below to draw on 
various cost estimates f o r the Arab countries as w e l l as oth e r 
developing c o u n t r i e s , w i t h a view t o determine the production 
costs at v a r y i n g l e v e l s o f outputo As pointed out e a r l i e r , the 
growth i n f e r t i l i z e r production i n the Arab c o u n t r i e s d u r i n g 
the f i r s t h a l f o f the 1980s w i l l be concentrated on urea which 
i s the p r i n c i p a l n i t r o g e n f e r t i l i z e r and on t r i p l e super-
phosphate which i s a major phosphate f e r t i l i z e r . , Accordingly, 
the f o l l o w i n g exercise w i l l consider the cost estimates and 
s e l l i n g p r i c e s f o r these two n u t r i e n t s , and then r e l a t e them 
to the case o f the Arab c o u n t r i e s 0 I t should be noted t h a t 
most o f the cost estimates f o r the Arab c o u n t r i e s have been 
obtained from p r i v a t e d i r e c t contacts w i t h experts and r e p r e -
s e n t a t i v e s o f some Arab f e r t i l i z e r s companies a t t e n d i n g the 
F i r s t Consultative Meeting f o r the Promotion o f Marketing o f 
Chemical F e r t i l i z e r s i n the Arab Region, h e l d i n Damascus 
during 6=10 J u l y 1 9 8 0 Y e t , what proved t o be a most f i t t i n g 
14/ The co u n t r i e s represented i n the meeting were S y r i a , 
Lebanon, Jordan, Kuwait, U 0A 0E 0, Saudi Arabia, Libya and T u n i s i a 0 Special thanks are due to Harish C o Raghubir, UUIDO expert and UNDP re p r e s e n t a t i v e t o the meeting, f o r 
h i s h e l p f u l comments and suggestions i n e s t i m a t i n g 
production costs„ 
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survey o f investment estimates f o r our purposes i s t h a t 
15/ 
of S h e l d r i c k - ^ which i s based on estimates made f o r the 
ap p r a i s a l o f World Bank p r o j e c t s and on discussions w i t h 
engineering c o n t r a c t o r s undertaking p l a n t s which w i l l s t a r t 
p roduction i n the e a r l y 1980s* Reference i s made t o t h i s 
survey both t o f i l l some o f the gaps faced and to confirm 
estimates obtained p r i v a t e l y . I n a d d i t i o n , recourse i s made 
to t h i s survey f o r o b t a i n i n g cost estimates f o r f e r t i l i z e r 
p l a n t s i n a developed s i t e , f o r comparison w i t h our estimates 
f o r the Arab c o u n t r i e s o The B r i t i s h Sulphur Corporation study 
on the f e r t i l i z e r i n d u s t r y i n the Arab c o u n t r i e s was also 
consulted to v e r i f y some o f our f i n d i n g s 0 
Table 8„8 presents the investment cost estimates f o r a 
t y p i c a l ammonia/urea p l a n t and a phosphoric a c i d complex i n 
the Arab region,, As observed e a r l i e r , the " s i t e f a c t o r " tends 
to d i f f e r considerably between developed and developing s e t t i n g s , 
as w e l l as between various areas w i t h i n a developing setting,, 
However, the estimates obtained are re p r e s e n t a t i v e o f the Arab 
region as a whole, or more s p e c i f i c a l l y the Arab Gulf c o u n t r i e s 
where the necessary raw m a t e r i a l s e x i s t . The p l a n t sizes 
considered are the most popular a t the present time, as there 
i s now considerable t e c h n o l o g i c a l experience on them and 
economies o f scale seem t o be l i m i t e d above them at present (see 
Table 7 o l ) e The basis f o r our computations i s the cost o f p l a n t 
machinery and equipment which have t o be imported from abroad, 
thus i n c u r r i n g an a d d i t i o n a l cost f o r f r e i g h t and insurance• 
15/ S h e l d r i c k 9 Investment and Production Cost o f F e r t i l i z e r s , , 
op 9 c i t o 
= 4 1 1 
TABLE 808 
Estimates o f C a p i t a l Cost f o r T y p i c a l Urea 
and Phosphoric Acid Plants i n the Arab Region, i980 
( i n m i l l i o n $) 
Noo Item U r e a ^ Phosphoric Acidb/ 
1 c Land and p r e l i m i n a r y s i t e works 
f o r c o n s t r u c t i o n 1 2 o 0 1 5 o 0 
2 Q Machinery and equipment ( f o 0 o b o ) 9 5 . 0 6O0O 
3 o F r e i g h t and insurance ( 1 5 $ o f Noo 2 ) 1 4 o 3 9 o 0 
4 o C i v i l engineering ( 4 0 $ o f No 0 2 ) 3 8 , 0 2 4 o 0 
5 o E r e c t i o n ( 2 8 $ o f Ho» 2 ) 2 6 o 6 I 6 0 8 
60 Development and s t a r t - u p expenses 
( 7 * o f Noo 2 ) 6 o 7 4 o 2 
7 o Basic p l a n t cost 1 9 2 o 6 1 2 9 o 0 
80 c/ Provisions f o r cost e s c a l a t i o n - ' 6 0 o 0 3 7 o 9 
9 c Plant investment 2 5 2 o 6 1 6 6 o 9 
1 0 0 L i q u i d cash (working c a p i t a l ) 1 8 oO 1 6 oO 
l i e T o t a l c a p i t a l r e q u ired 2 7 0 06 1 8 2 0 9 
a/ Plant capacity 1 6 5 0 tonnes per day 0 
b/ Plant capacity 1 0 0 0 tonnes per day 0 
c/ Depends on the len g t h o f c o n s t r u c t i o n t i m e Q 
Source i Compiled from p r i v a t e i n t e r v i e w s w i t h engineers working i n the Arabian G-ulf» 
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I t i s to be noted t h a t a d d i t i o n a l equipment are u s u a l l y 
required i n a developing s e t t i n g w i t h s p e c i a l c l i m a t i c 
c o n d i t i o n s such as those p r e v a i l i n g i n the Arab o i l countries<, 
This explains the d i f f e r e n c e i n the cost o f machinery and 
equipment between a developed s i t e and the Arab r e g i o n , 
which ranges between 14 per cent i n the case o f the ammonia/ 
urea plant and 20 per cent i n the case o f the phosphoric a c i d 
complex (compare Tables 8„2 and 8 0 8 ) o By adding to the cost 
of machinery and equipment the f r e i g h t and insurance expenses 
as w e l l as the engineering and e r e c t i o n costs ( i n accordance 
w i t h the estimated percentages obtained from engineers working 
i n the Arabian Gulf and shown i n Table 8 e 8 ) , we get the basic 
p l a n t costo A 30 per cent o f t h i s cost must be added t o i t 
as p r o v i s i o n s f o r cost e s c a l a t i o n , considering t h a t the 
c o n s t r u c t i o n period i n the Arab region could range between 3 
and 4 years. Thus, an ammonia/urea p l a n t o f an o p t i m a l size 
would cost i n the Arab region about 72 per cent more than i t 
costs i n the United States, Western Europe, or Japan., I n 
the case o f an o p t i m a l size sulphuric a c i d complex the 
d i f f e r e n c e i n cost would be about 60 per cento This d i f f e r e n c e 
becomes more meaningful when b r i n g i n g i n t o the p i c t u r e operat-
ing c o s t s , and f i g u r i n g out the d i f f e r e n c e i n u n i t - c o s t between 
the two s i t u a t i o n s i n order t o assess the competitive s t r e n g t h 
i n i n t e r n a t i o n a l markets,, 
Table 8.9 shows a comparison o f production cost 
estimates f o r a urea p l a n t i n the Arab r e g i o n , compared w i t h 
a s i m i l a r p l a n t i n a developed s i t e . I n both cases, the 
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TABLE 8 09 
Estimated Production Costs f o r U r e a ^ 
Developed S i t e i n , 
SiteS/ Arab Region-S/ 
Plant investment $150*0 me $252.6 m. 
Working c a p i t a l $10O m6 $18.0 m. 
T o t a l investment $157*0 m« $270 e6 nu 
Raw m a t e r i a l s Gas a t $2/M s c f ^ Gas at $0e3/M sc 
N a t u r a l Gas i n c l u d i n g 
f u e l and gas f o r steam 
and power generation 
$/tonne 
Other v a r i a b l e costs $/tonne 
Fixed costs $/tonne 
Production costs S/tonne 
P r o f i t 15% R O I ^ $/tonne 
Ex-Factory p r i c e Vtonne 
7 0 * 0 1 0 o 5 
l l o 9 1 1 . 9 
4 6 o 0 6 9 . 5 
1 2 7 . 9 9 1 « 9 
4 8 * 1 7 4 . 5 
1 7 6 oO 1 6 6 . 4 
a/ Plant capacity 1650 tonnes per day, or 544,500 tonnes per 
annum assuming 90 per cent u t i l i s a t i o n capacity.. 
Figures o f the developed s i t e obtained from S h e l d r i c k . 
c/ Investment f i g u r e s obtained from Table 8 . 8 
d/ Thousand standard cubic f e e t , 
e/ Return on investment. 
Note % The p r o f i t c a l c u l a t e d by Sheldrick f o r the developed 
s i t e amounts t o $ 4 8 „ 1 per tonne, which a c t u a l l y 
represents 1 6 . 7 per cent ( r a t h e r than 1 5 per cent) 
r e t u r n on investment. However, i n our c a l c u l a t i o n s 
o f the r e t u r n on investment i n Table 8 o 1 0 we considered t h a t the p r o f i t accruing at the above capacity and 
ROI amounts t o $ 4 3 . 2 per tonne. 
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o p e r a t i n g r a t e i s assumed t o be 9 0 per cent o f design c a p a c i t y a 
Due to d i f f e r e n c e s i n the cost o f n a t u r a l gas between o i l - r i c h 
areas i n the Arab region and the i n d u s t r i a l i s e d c o u n t r i e s , i t 
i s estimated t h a t the cost o f n a t u r a l gas used as raw m a t e r i a l s 
(i8e® feedstock and energy) would be c r u c i a l i n determining 
the unit-=cost o f production* Whereas t h i s cost item represents 
only 1 1 « 4 per cent o f t o t a l u n i t - c o s t i n the Arab r e g i o n , i t 
amounts t o 5 4 * 8 per cent i n a developed country• I n c a l c u l a t i n g 
t h i s cost i t e m , i t was assumed t h a t the production o f one tonne 
o f urea r e q u i r e s 3 5 , 0 0 0 standard cubic f e e t e I t can be observed 
t h a t the gas p r i c e i n a developed s i t e given by Sheldrick ( i 0 e 0 
$ 2 per 1 0 0 0 s c f ) i s lower than p r e v a i l i n g p r i c e s • But t h i s 
p r i c e was kept as i t i s on the basis t h a t many e x i s t i n g 
producers have supply c o n t r a c t s concluded a t a time when gas 
price s were low and are l i k e l y t o continue f o r the coming few 
yearso I n c o n t r a s t , f i x e d costs ( i n c l u d i n g labour, maintenance, 
overheads, and d e p r e c i a t i o n ) per u n i t o f production represent 
7 5 « 6 per cent and 3 5 . 9 per cent o f t o t a l u n i t - c o s t , respectively„ 
Yet, through the combined e f f e c t o f these cost items, the t o t a l 
u n i t - c o s t i n the Arab region i s lower by about $ 3 6 e 0 per tonne 
than i n the developed s i t e ( i , e . $ 1 2 7 * 8 minus $ 9 1 ° 9 ) • This 
means i n h e r e n t l y t h a t the higher investment costs i n the Arab 
r e g i o n w i p e - o f f about 6 0 per cent o f the cost advantage i n 
raw m a t e r i a l s (which i s $ 7 0 o 0 0 minus $ 1 0 o 5 0 ) e However, assuming 
a r a t e o f r e t u r n on investment o f 1 5 per cent i n both s i t u a t i o n s , 
the p r i c e per tonne o f urea ( e x - f a c t o r y ) w i l l be higher at the 
developed s i t e by about $ 3 5 (i»ee $ 1 7 6 6 0 minus $ 1 6 6 , 4 ) • 
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Table 8„10 presents our computations f o r e x - f a c t o r y 
price versus r e t u r n on investment per tonne o f the above 
h y p o t h e t i c a l urea plant i n the Arab r e g i o n , together w i t h 
the corresponding f i g u r e s f o r a s i m i l a r p l a n t i n an indus-
t r i a l i s e d countryo Using as a basis tne investment cost 
c a l c u l a t e d i n Table 808 f o r the Arab region and t h a t given 
by Sheldrick i n Table 8 02 f o r an i n d u s t r i a l i s e d country, 
production costs per tonne of urea were c a l c u l a t e d f o r f o u r 
r ates o f capacity u t i l i s a t i o n (90, 80, 70, and 60 per cent)o 
A f t e r accounting f o r the r a t e o f p r o f i t , the ex- f a c t o r y p r i c e s 
were determined and ta b u l a t e d accordingly,, 
Two major observations can be made on the basis o f 
the above Table<. One i s t h a t i n the Arab r e g i o n , p o s s i b l y 
i n Saudi Arabia, Qatar, o r Kuwait, the producer ( o p e r a t i n g a t 
90 per cent o f design capacity) can compete w i t h a s i m i l a r 
producer i n a developed country operating a t the same l e v e l 
and a t t a i n i n g a r a t e o f r e t u r n o f 15 per cento I n t h i s case, 
the s e l l i n g p r i c e e x - f a c t o r y per tonne o f urea w i l l be $166 e4 
i n the Arab region compared t o $171 e0 i n the developed c o u n t r y e 
I t w i l l not be possible t o compete a t a higher r a t e o f r e t u r n 0 
The o t h e r observation i s t h a t i t i s not possible i n the Arab 
region t o a t t a i n an op e r a t i n g r a t e o f 90 per cent, at l e a s t 
i n the f i r s t few years o f operation,. The above Table reveals 
t h a t the Arab producer i n general can compete w i t h the same 
other producer i f he can operate at 70 per cent o f design 
capacity and be s a t i s f i e d w i t h a 5 per cent r a t e o f r e t u r n on 
investment (the s e l l i n g p r i c e i n t h i s case w i l l be $144o3 per 
tonne o f urea) 0 
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Turning to phosphate f e r t i l i z e r , , one would n o t i c e 
t h a t the s i t u a t i o n i s e s s e n t i a l l y the same as w i t h nitrogenous 
f e r t i l i z e r , although the cost o f raw m a t e r i a l s tends to be 
much more s i g n i f i c a n t than investment costs. Accordingly, 
phosphate f e r t i l i z e r production i s less s e n s i t i v e t o o p e r a t i n g 
r a t e and l o c a t i o n , but of course new p l a n t s tends to be b u i l t 
where the raw m a t e r i a l s are cheapest ( e 0 g 0 near a rock raine)o 
The estimated cost data f o r phosphoric ac i d and granular t r i p l e 
superphosphate i n the Arab re g i o n , compared w i t h the data f o r 
a developed country, are presented i n Table 8 o l i o I t can be 
observed t h a t on the assumption of an o p e r a t i n g r a t e of 9 0 per 
cent and a rate o f r e t u r n on investment o f 1 5 per cent, the 
s e l l i n g p r ice per tonne f o r phosphoric acid w i l l be $ > 3 6 4 o 8 i n 
the Arab r e g i o n , compared to $ 3 0 2 o 2 i n a developed country, 
whereas the s e l l i n g p r i c e f o r granular t r i p l e superphosphate 
w i l l be $ 1 6 8 0 8 , compared to $ 1 4 3 o 9 9 respectively„ Obviously, 
op e r a t i n g at a lower r a t e o f capacity w i l l reduce considerably 
the prospects o f the Arab countries f o r s e l l i n g i n e x t e r n a l 
marketso 
The above cost d e r i v a t i o n s f o r the Arab countries are 
extremely u s e f u l i n exposing the i n f l u e n c e o f l o c a t i o n , 
o p e r a t i n g r a t e , and cost o f raw m a t e r i a l s on production costs 
and subsequently on s e l l i n g prices o f f e r t i l i z e r s 0 I t can be 
deduced t h a t the a v a i l a b i l i t y o f cheap raw m a t e r i a l s , e s p e c i a l l y 
w i t h respect to nitrogenous f e r t i l i z e r , i s a necessary but not 
a s u f f i c i e n t c o n d i t i o n f o r the Arab o i l - c o u n t r i e s t o produce 
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f e r t i l i z e r s c o m p e t i t i v e l y 0 High investment costs and low 
o p e r a t i n g r a t e s o f p l a n t s could wipe-off whatever advantage 
these c o u n t r i e s have i n possessing abundant raw m a t e r i a l s 
and f i n a n c i a l resources 0 This supports s t r o n g l y the case 
f o r i n t e g r a t i o n i n the f e r t i l i z e r i n d u s t r y 9 as a means f o r 
both saving i n c a p i t a l costs and u t i l i s i n g a h i gh r a t e o f 
design capacity. The r e s u l t i n g e f f e c t s would be a more 
e f f i c i e n t use o f domestic resources expressed i n a higher 
r e t u r n on investment, combined w i t h an enhanced c a p a b i l i t y 
f o r competing i n i n t e r n a t i o n a l markets 0 
Considering the c a p i t a l - i n t e n s i v e nature o f the 
f e r t i l i z e r i n d u s t r y , sizeable economies i n c a p i t a l costs 
as w e l l as i n operating costs can be r e a l i s e d through planning 
and o p e r a t i n g f e r t i l i z e r p l a n t s on a r e g i o n a l s c a l e 0 To 
i l l u s t r a t e the economies i n c a p i t a l cost r e s u l t i n g from a 
r e g i o n a l p l a n t , instead o f a group o f n a t i o n a l p l a n t s , t o meet 
r e g i o n a l demand, use can be made o f the scale-up f a c t o r f o r 
the f e r t i l i z e r i n d u s t r y l i s t e d i n Table l d o For example, 
the a n t i c i p a t e d demand f o r urea i n Egypt (which i s a major 
consumer i n the region) w i l l be about 370,800 tonnes per 
annum by the year 1985, or about 1100 tonnes per day Q I n 
the absence o f export p o s s i b i l i t i e s 9 t h i s means t h a t n a t i o n a l 
demand w i l l not be enough t o support an o p t i m a l urea p l a n t 
w i t h a capacity o f 1650 tonnes per day 0 Under these c o n d i t i o n s , 
i f Egypt i s t o set up a sub-optimal p l a n t to s a t i s f y domestic 
demand only the c a p i t a l cost w i l l be sizeable and would have 
negative e f f e c t s on u n i t - c o s t o f p r o d u c t i o n Using our 
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estimates f o r the investment cost o f a urea p l a n t i n the 
Arab r e g i o n and the scale-up f a c t o r f o r urea p l a n t s which i s 
0 o 4 » we can estimate the c a p i t a l cost of the sub-optimal p l a n t 
at about $ 4 5 1 e 0 m i l l i o n , as against $ 2 7 0 « 6 m i l l i o n f o r the 
op t i m a l p l a n t e This can be expressed by the f o l l o w i n g 
equations 
$ 2 7 0 . 6 / 1 6 5 0 tonnes/day 
$ 4 5 1 * 0 I 1 1 1 0 tonnes/day 
What i s o f i n t e r e s t t o note here i s t h a t the combined 
domestic demands f o r urea i n Egypt and the Sudan i n 1 9 8 5 w i l l 
reach about 1 5 3 0 tonnes per day, almost enough t o operate an 
opt i m a l p l a n t f o r the two c o u n t r i e s . I t i s c e r t a i n t h a t such 
a p l a n t i f set up i n Egypt w i l l be capable o f supplying the 
Sudan w i t h urea a t a much lower p r i c e than the going p r i c e i n 
the Sudanese market which i s about $ 5 0 0 per tonne (against about 
$ 2 5 0 per tonne i n the Egyptian market), thus a l l o w i n g f o r a 
good margin t o absorb t r a n s p o r t a t i o n costs of urea from Egypt 
to the Sudano Undoubtedly, c a p i t a l savings r e s u l t i n g from 
the i n t e g r a t i o n o f urea production between Egypt and the Sudan 
f o r instance could be used i n these two cou n t r i e s t o improve 
the i n f r a s t r u c t u r e r e l a t e d to the f e r t i l i z e r i n d u s t r y o r even 
i n v a r ious a g r i c u l t u r a l p r o j e c t s which would generate a d d i t i o n a l 
demand f o r f e r t i l i z e r 
As can be observed from the preceding d i s c u s s i o n , the 
development o f the f e r t i l i z e r i n d u s t r y i n the Arab c o u n t r i e s 
i s set along h o r i z o n t a l l i n e s w i t h much overlapping i n 
0 9 4 
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p r o d u c t i o n c a p a c i t i e s o I t appears from pr o j e c t e d f e r t i l i z e r 
p r o duction and demand t h a t most o f the Arab c o u n t r i e s , 
e x c l u d i n g the Sudan and Egypt, w i l l r e a l i s e surpluses f o r 
export by 1 9 8 5 o This means t h a t the Arab c o u n t r i e s as a 
grouping w i l l have t o s p i l l o v e r an important p a r t o f t h e i r 
f e r t i l i z e r outputs to markets outside the r e g i o n 0 
Table 8 * 1 2 shows t h a t p r i c e s paid by farmers f o r 
f e r t i l i z e r s i n selected Arab c o u n t r i e s , and Table 8 o l 3 shows 
the p r i c e s o f selected chemical f e r t i l i z e r s i n major producing 
c o u n t r i e s i n the world« Although these p r i c e s r e l a t e t o 
d i f f e r e n t years and are incomparable since p r i c e s paid by 
farmers include t r a n s p o r t a t i o n and other d i s t r i b u t i o n costs, 
they could be used i n c o n j u n c t i o n w i t h the data we developed 
i n the previous discussion t o suggest the extent t o which 
the Arab f e r t i l i z e r producers can compete r e g i o n a l l y and 
i n t e r n a t i o n a l l y , and the b e n e f i t s and costs which would a r i s e 
from i n t e g r a t i o n . . 
I t seems t h a t i f the assumptions o f an o p e r a t i n g r a t e 
o f 9 0 per cent and a r e t u r n on investment o f 1 5 per cent are 
maintained, a urea producer i n the Arabian Gulf o f f e r i n g 
output at about $ 1 6 6 per tonne e x - f a c t o r y should be able t o 
compete w i t h producers from the developed countries i n the 
r e g i o n a l market as w e l l as i n the Asian markets 0 I t has not 
been possible t o o b t a i n accurate f i g u r e s f o r t r a n s p o r t a t i o n 
costs o f f e r t i l i z e r s between the Arab c o u n t r i e s , mainly due 
- 4 2 2 - -
T A B L E 3 . 1 2 
SELECTED ARAB COU]MIES: Prices Paid By Farmers 
For F e r t i l i z e r s , 1974-78 
( i n per tonne) 
Country/Product 1974/75 1975/76 1976/77 1977/78 
Ammonium sulphate 
Ammonium n i t r a t e 


























































Urea 246 226 210 209 
Syria s. 
Ammonium sulphate 
Ammonium n i t r a t e 
Sodium n i t r a t e 
































- 1467 1257 1257 
1185 1185 1185 
670 620 650 - 526 620 670 
CM* 484 616 
Source: Compiled from FAO, 
Tables 18, 19, and 
F e r t i l i z e r 
2 0 , pp 0 81= 
Yearbook, 1978, op. c l t 
•87 o £,9 
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TA.BLF 6013 
Prices of Chemical f e r t i l i z e r s , January 1980 
Type of F e r t i l i z e r / O r i g i n * ^ ? ^ 0 ^ ^ e 
Nitrogenous F e r t i l i z e r 
Urea 
United States . 168 - 173 
West Europe 190 - 200 
• East EuroDe 170 - 185 
Arabian Gulf 195 - 205 
Amnion ium sulphate 
United States 64 - 70 
West Europe 75 - 85 
Phosphate F e r t i l i z e r 
Diairunonium phosphate 
United States 250 - 265 
South Korea 320 - 330 
T r i o l e superphosphate 
United States 194 
North A f r i c a 210 - 220 
Phosphate rock 
Casablanca (Morocco) 50 - 52 
United States 37 - 42 
Potash F e r t i l i z e r 
Potassium sulphate 
United States 160 - 170 
Source.; Compiled from Arab Federation o f Chemical 
F e r t i 1 i ? , e r Producers, Monthly B u l l e t i n , Vol. 5 , 
No. 5 2 , February 1980, pp. 23-26„ 
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to the very l i m i t e d exchange o f f e r t i l i z e r s w i t h i n the Arab 
re g i o n at present. But there i s a general presumption supported 
by experts i n the f i e l d and the AFCFP t h a t overland t r a n s p o r t 
i n the region i s c o s t l y due to the absence o f an adequate 
road network and the r e l a t e d i n f r a s t r u c t u r e , and unless these 
are developed the t r a n s p o r t costs would remain a major 
c o n s t r a i n t f o r i n t e g r a t i o n s However, t o gain an approximate 
picture?, i t was possible to compile from several t r a n s p o r t 
f i r m s o p erating from B e i r u t some overland and surface f r e i g h t 
costs between major t r a d i n g centres i n the region f o r non-bulky 
goods s i m i l a r to f e r t i l i z e r s * Table 8 914 presents these 
f r e i g h t costs expressed i n $/tonne e 
One can observe t h a t i f t r a n s p o r t a t i o n costs are taken 
i n t o account, the competitive s t r e n g t h o f the urea producer 
i n the Arabian Gulf would be undermined w i t h i n the Arab r e g i o n 0 
For i n s t a n c e , the t r a n s p o r t cost o f one tonne o f urea from 
Kuwait t o Damascus i s about $15o0, and t h i s r a i s e s the o v e r a l l 
p r i c e o f K u w a i t i urea i n the Syrian market t o $18l/tonne e This 
might make i t d i f f i c u l t t o compete w i t h urea exported by 
Eastern Europe at a cost o f about $170/tonne ( f e O o b , ) ? t o 
which about $12/tonne must be added t o cover sea t r a n s p o r t t o 
S y r i a e This example can be taken to un d e r l i n e the importance o f 
i n t e g r a t i o n i n the f e r t i l i z e r i n d u s t r y among the Arab c o u n t r i e s t 
as a means f o r a t t a i n i n g an optimal u t i l i s a t i o n o f resources 
and enhancing competitive strengtho I t i s to be r e c a l l e d t h a t 
we are assuming 90 per cent operating c a p a c i t y , and t h i s i s 
a heroic assumption considering p r e v a i l i n g c o n d i t i o n s i n the 
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f e r t i l i z e r industry„ At a lower operating r a t e the 
competitive s t r e n g t h o f the Arab producer would be eroded 0 
With respect to the export o f urea t o Asian markets 
as suggested e a r l i e r , i t can be observed t h a t the cost o f 
t r a n s p o r t a t i o n o f urea to West Coast I n d i a amounts t o 
4 9 o 3 / t o n n e from Rotterdam, against $ 1 0 s 0 / t o n n e from the 
Arabian Gulfo Again, assuming optimal o p e r a t i o n o f the urea 
pl a n t i n Saudi Arabia w i t h a r e t u r n on investment o f 1 5 per 
cent, the s e l l i n g p r i c e o f Saudi urea i n I n d i a would be 
$ 1 7 6 o 4 / t o n n e , whereas the s e l l i n g p r i c e o f urea from Western 
Europe would be $ 2 2 0 o 3 / t o n n e 0 This means t h a t under optimal 
conditions the Saudi producer takes advantage of both the 
a v a i l a b i l i t y o f cheap raw m a t e r i a l ( i 0 e 0 n a t u r a l gas) and 
geographic p r o x i m i t y e But i f the operating r a t e f a l l s t o 
6 0 per cent (and rate o f r e t u r n on investment i s kept at 
1 5 per c e n t ) , the Saudi producer w i l l be s e l l i n g t o I n d i a 
at $ 2 4 9 o 6 / t o n n e , while the West European producer would be 
s e l l i n g a t $ 2 2 0 „ 3 / t o n n e ) ^ 
Along the same l i n e s , i t can be observed t h a t a t r i p l e 
superphosphate producer i n Jordan (ope r a t i n g a t 9 0 per cent 
of capacity and a t t a i n i n g 1 5 per cent r e t u r n on investment) 
can o f f e r h i s output at about $ ! 6 8 0 8 / t o n n e ex=factory, thus 
competing e a s i l y w i t h f o r e i g n producers, both i n the r e g i o n 
and i n developing markets i n Asia and A f r i c a c Even when 
1 6 / T r a n s p o r t a t i o n costs were derived from AFCFP, Commercial 
B u l l e t i n , V o l o I , Noe 1 , 1 5 J u l y 1 9 8 0 ( i n A r a b i c ) 0 * 
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t a k i n g i n t o account t r a n s p o r t a t i o n costs t h i s would remain 
the case a However, i t can be n o t i c e d t h a t the Arab producers 
o f some f e r t i l i z e r compounds such as ammonium sulphate s t i l l 
cannot compete w i t h f o r e i g n producers, and t h i s r e f l e c t s the 
e a r l y stage o f development i n the i n d u s t r y * 
Summary and Conclusion 
I t can be suggested on the basis o f the foregoing 
discussion t h a t much o f the success o f the Arab c o u n t r i e s 
i n developing t h e i r f e r t i l i z e r i n d u s t r i e s and making them 
p r o f i t a b l e depends b a s i c a l l y on t h e i r a b i l i t y t o maintain 
h i g h operating rates,, But given the present p a t t e r n o f 
development i n these i n d u s t r i e s which involves excessive 
d u p l i c a t i o n i n production capacity as w e l l as the low l e v e l 
o f capacity u t i l i s a t i o n which i s c h a r a c t e r i s t i c o f most Arab 
c o u n t r i e s , i t i s d i f f i c u l t to see how these countries can 
succeed w i t h t h e i r f e r t i l i z e r industries» This must not 
overshadow the f a c t t h a t the u n d e r - u t i l i s a t i o n o f capacity i n 
some o f the Arab co u n t r i e s i s p r e c i p i t a t e d , aside from the 
smallness o f a v a i l a b l e markets, by t e c h n i c a l considerations 
and the g e n e r a l l y underdeveloped s e t t i n g i n which the f e r t i l i z e r 
i n d u s t r y operates» However, i t seems t h a t unless the Arab 
cou n t r i e s coordinate t h e i r investment and marketing s t r a t e g i e s 
they w i l l not be able t o make f u l l e r u t i l i s a t i o n o f t h e i r 
production c a p a c i t i e s , and soon they w i l l d r i f t t o d e s t r u c t i v e 
competition* 
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Indeed 9 i t i s i n the i n t e r e s t o f the Arab c o u n t r i e s , 
i n d i v i d u a l l y and c o l l e c t i v e l y , to r a t i o n a l i s e t h e i r f e r t i l i z e r 
i n d u s t r i e s on the r e g i o n a l and i n t e r n a t i o n a l l e v e l s , and thus 
maximise t h e i r b e n e f i t s from a v a i l a b l e resources and markets 0 
I t i s possible to conceive r e g i o n a l i n t e g r a t i o n i n the 
f e r t i l i z e r i n d u s t r y along v e r t i c a l l i n e s c For instance, an 
ammonia p l a n t i n Saudi Arabia or Kuwait could supply i t s 
output to complementary p l a n t s i n S y r i a , Lebanon or Egypt f o r 
f u r t h e r processing i n t o v a r i o u s types o f f e r t i l i z e r s needed 
i n these c o u n t r i e s , such as ammonium sulphate and ammonium 
n i t r a t e o A l t e r n a t i v e l y , i n t e g r a t i o n could be conceived along 
h o r i z o n t a l l i n e s . I t i s i n t e r e s t i n g to note t h a t the expected 
demand i n the Arab co u n t r i e s covered i n t h i s study f o r urea 
w i l l be about 5 0 0 , 0 0 0 tonnes i n 1 9 8 0 and w i l l increase t o 
about 7 0 0 , 0 0 0 tonnes i n 1 9 8 5 o This means t h a t one urea p l a n t 
of an o p t i m a l size o p e r a t i n g at 9 0 per cent o f capacity ( i 0 e 0 
producing 5 4 4 , 5 0 0 tonnes o f urea per annum) can s a t i s f y r e g i o n a l 
demand, and another p l a n t w i l l not be j u s t i f i e d u n t i l 1 9 8 5 ° 
I t can be seen t h a t a t the above operating r a t e and assuming t h a t 
a 1 5 per cent r e t u r n on investment i s acceptable, r e g i o n a l demand 
i n 1 9 8 0 can be s a t i s f i e d a t a competitive p r i c e o f $ l 6 6 0 4 / t o n n e 
( i g n o r i n g t r a n s p o r t a t i o n c o s t s ) o However, i f the same p l a n t 
i s t o operate under the p r e v a i l i n g circumstances i n the region 
w i t h an operating r a t e o f 6 0 per cent, the s e l l i n g p r ice w i l l 
have t o be $ 2 3 9 o 6 / t o n n e i f a 1 5 per cent r e t u r n on investment 
i s t o be r e a l i s e d , and $ 2 7 6 0 8 / t o n n e i f a 2 0 per cent 
r e t u r n on investment i s to be realised« At such p r i c e s a Saudi 
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urea p l a n t f o r instance w i l l not be able t o s e l l i t s output 
i n Egypt where the p r i c e paid by farmers f o r a tonne o f urea 
reaches about $250© This w i l l be aggravated i f t r a n s p o r t a t i o n 
costs are taken i n t o account, and which amount to about $20/ 
tonne from Yanbu and $40/tonne from J u b a i l t o Cairo• But i f 
a 10 per cent r e t u r n on investment i s acceptable i t would be 
possible to s e l l from Yanbu due to the s h o r t e r distance 
i n v o l v e d * 
The optimal s o l u t i o n to the problem would be to 
a l l o c a t e the production u n i t s among the Arab countries i n 
such a way as to minimise the cost o f producing the t o t a l 
outputs o f these u n i t s * This w i l l not only minimise the cost 
o f s a t i s f y i n g r e g i o n a l demand f o r f e r t i l i z e r , but also enhance 
the competitive s t r e n g t h o f the Arab co u n t r i e s i n g a i n i n g 
a strong f o o t h o l d i n export markets* I n other words, the 
s o l u t i o n must involve the determination of the investment, 
p r o d u c t i o n , trade and t r a n s p o r t a t i o n patterns which are 
l i k e l y t o lead to the minimisation o f costs* 
I t i s u s e f u l to note f i n a l l y t h a t the APCFP which was 
e s t a b l i s h e d i n 1975, has now more than 26 member-companies 
from most Arab c o u n t r i e s , dealing i n nitrogenous, phosphate 
and potash f e r t i l i z e r s and t h e i r raw m a t e r i a l s * The main 
o b j e c t i v e s o f t h i s o r g a n i s a t i o n are t o help i t s members i n 
r e s o l v i n g t h e i r production problems, c o l l e c t i n f o r m a t i o n and 
s t a t i s t i c s about the f e r t i l i z e r i n d u s t r y i n the r e g i o n and 
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i n t e r n a t i o n a l l y , c a rry out t e c h n i c a l and commercial studies? 
help i n t r a i n i n g o f personnel and p r o f e s s i o n a l s , and provide 
advice on management, o p e r a t i o n and maintenance. The 
AFCFP also envisages a s s i s t i n g i n and encouraging the 
establishment o f Arab j o i n t ventures f o r f e r t i l i z e r s as 
a means f o r r a t i o n a l i s i n g the use of resources. Such 
companies could be designed along the l i n e s o f the Arab 
Mining Company which was est a b l i s h e d i n Amman w i t h an 
authorised c a p i t a l of KD 120 m i l l i o n subscribed by several 
Arab c o u n t r i e s , and which now holds some shares i n various 
f e r t i l i z e r companies throughout the Arab World, I t would 
be a u s e f u l idea i f the APCPP could develop a common export 
marketing o r g a n i s a t i o n f o r f e r t i l i z e r s among the Arab 
c o u n t r i e s , as t h i s would enable to f i x a common pr i c e and 
gain more bargaining power i n e x t e r n a l markets. 
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CHAPTER NINE 
A STRATEGY FOR AN INTEGRATED INDUSTRIAL DEVELOPMENT 
IN THE ARAB MIDDLE EAST 
This chapter focuses on the elements which are deemed 
c e n t r a l i n the framing o f a s t r a t e g y f o r an i n t e g r a t e d i n d u s t r i a l 
development i n the Arab region* I t also discusses the major 
r e q u i s i t e s f o r the successful implementation o f such a s t r a t e g y . 
As a background, the f i r s t p a r t o f the chapter looks b r i e f l y 
a t how i n d u s t r i a l i n t e g r a t i o n has been contemplated on the 
Arab m u l t i l a t e r a l l e v e l o 
Rudiments of Arab I n d u s t r i a l I n t e g r a t i o n 
The f i r s t p r a c t i c a l step taken by the Arab countries 
i n the f i e l d o f i n d u s t r i a l i n t e g r a t i o n was the convening of 
the Committee o f Arab Experts on Economic Development and 
Planning i n 1963 ••^ The Report o f the meeting noted t h a t i n 
most of the Arab co u n t r i e s the e s s e n t i a l f a c t o r s needed to 
promote n a t i o n a l planning are almost non-existent. These 
include the l a c k of proper n a t i o n a l accounts and s t a t i s t i c a l 
i n f o r m a t i o n , techno-economic studies and e x p e r t i s e , a proper 
c e n t r a l planning machinery, and a sense o f planning awareness 
among the people to ex e r t e f f o r t s necessary f o r the successful 
1 / This meeting was organised by The General S e c r e t a r i a t o f the 
League o f Arab States d u r i n g 30 September t o 10 October 1963, 
i n Cairo. I t was attended by experts from Jordan, A l g e r i a , 
S y r i a , Yemen, Egypt, T u n i s i a , I r a q , Kuwait, Lebanon, Morocco, 
and Libya. For the papers presented t o the meeting and the 
Report, see League o f Arab States, Department of Economic 
A f f a i r s , Committee o f Arab Experts on Economic Development 
and Planning, Cairo. 1965 ( i n A r a b i c ) . 
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implementation o f development plans» The Report noted also 
t h a t almost a l l plans i n the Arab co u n t r i e s represent budgets 
f o r various n a t i o n a l products, and no attempt has been made to 
e x p l o i t the p o s s i b i l i t i e s f o r r e g i o n a l i n d u s t r i a l i n t e g r a t i o n . 
I n i t s recommendations ? the Report emphasised the need to 
strengthen and promote the planning machineries i n the Arab 
c o u n t r i e s 9 and to promote both cooperation i n planning and 
plan harmonisation. 
The Arab Economic Council, a f t e r considering the above 
Report, decided to set up under i t s wing the Economic Planning 
and I n d u s t r i a l Coordination Committee to undertake studies 
aiming at f a c i l i t a t i n g the c o o r d i n a t i o n o f investment decisions 
among the Arab c o u n t r i e s T h i s Committee held i t s f i r s t 
meeting i n Kuwait d u r i n g 15-25 November 1 9 6 5 ^ I t h i g h l i g h t e d 
i n i t s discussions the importance o f i n d u s t r i a l c o o r d i n a t i o n , 
as a means f o r reaping the b e n e f i t s o f s p e c i a l i s a t i o n and 
economies of scale, and recommended the c r e a t i o n o f a 
s p e c i a l i s e d agency w i t h i n the framework o f the League o f Arab 
States to be entrusted w i t h the task of promoting actively-
such c o o r d i n a t i o n * Also i t d r a f t e d an inter-Arab agreement 
f o r the c r e a t i o n o f a standards and metrology o r g a n i s a t i o n , 
which was approved by the AEC i n December 1965• S i m i l a r l y , 
2/ This Committee was created under Decision No. 209, adopted 
at the 9th Session o f the AEC held on 17 December 1963. 
3/ This meeting was attended by r e p r e s e n t a t i v e s from Jordan, 
A l g e r i a , Sudan, I r a q , Saudi Arabia, S y r i a , Egypt, Yemen, 
Kuwait, Lebanon, Libya, Morocco, and an observer delegate 
from UNESCO. 
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the F i r s t Conference on I n d u s t r i a l Development f o r Arab States, 
which was held i n Kuwait during 1-10 March 1966, recommended 
the c r e a t i o n o f an i n d u s t r i a l development centre, and c a l l e d 
on the Arab States t o r a t i f y the agreement e s t a b l i s h i n g ASMO*^ 
I n J u l y 1967, the ASMO agreement came i n t o force 0 This 
Organisation, which i s based i n Cairo, has played so f a r a 
very a c t i v e r o l e i n promoting cooperation between n a t i o n a l 
standards and metrology o r g a n i s a t i o n s i n the Arab c o u n t r i e s , 
and i n designating a large number of u n i f i e d Arab standards. 
I t has also organised a number o f symposia and t r a i n i n g 
programmes on various aspects o f i t s f i e l d o f s p e c i a l i s a t i o n e 
I t seems t h a t due t o i t s t e c h n i c a l nature, ASMO d i d not 
experience any serious setbacks i n i t s worko 
I n May 1968, IDCAS was est a b l i s h e d w i t h i t s base i n 
Cairo* The o b j e c t i v e s o f t h i s Centre are t o promote Arab 
i n d u s t r i a l cooperation and i n t e g r a t i o n , conduct techno-economic 
f e a s i b i l i t y studies which would promote i n d u s t r i a l development 
and optimise the use o f resources, enhance e f f o r t s d i r e c t e d 
towards r a i s i n g p r o d u c t i v i t y and developing s k i l l s , and promote 
the exchange o f i n d u s t r i a l i n f o r m a t i o n among the Arab c o u n t r i e s . 
The work o f IDCAS remains l a r g e l y c o n s u l t a t i v e , and i t has 
focused on conducting d e t a i l e d i n d u s t r i a l surveys f o r a number 
4/ This Conference was sponsored j o i n t l y by IMIDO and the K u w a i t i 
Government, and was one of the r e g i o n a l Conferences sponsored 
by the United Nations aa a prelude to the I n t e r n a t i o n a l 
Symposium on I n d u s t r i a l Development which was held i n Athens 
(Greece) duri n g 29 November to 19 December 1967* 
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of Arab countries? as w e l l as conducting f i e l d studies i n some 
i n d u s t r i e s ( i n c l u d i n g t e x t i l e s 9 b u i l d i n g m a t e r i a l s , e d i b l e o i l , 
canning, f e r t i l i z e r s , and glass, ceramic, and porecelain) w i t h 
a view to improve p r o d u c t i v i t y . I t has also organised a large 
number o f sp e c i a l i s e d meetings to study the p o s s i b i l i t i e s f o r 
c o o r d i n a t i n g production programmes i n some e x i s t i n g i n d u s t r i e s 
(such as f e r t i l i z e r s , petrochemicals, and i r o n and steel)„ I n 
a d d i t i o n , IDGAS sponsors w i t h UNIDO and the h o s t i n g government 
the Conference o f I n d u s t r i a l Development f o r Arab S t a t e s ^ 
This Conference has become a very important occasion f o r 
discussing i n d u s t r i a l development i n the Arab World, as i t 
i s mainly concerned w i t h s t r a t e g i e s , p o l i c i e s and plans f o r 
i n d u s t r i a l i s a t i o n and measures required to solve the problems 
confronted by the Arab States. With t h i s o r i e n t a t i o n , the 
Conference i s u s u a l l y attended by the Arab m i n i s t e r s o f 
i n d u s t r y , policy-makers, and represen t a t i v e s of a wide range 
of Arab and i n t e r n a t i o n a l o r g anisations involved i n i n d u s t r i a l 
development . 
I t should be noted t h a t the CAEU d i f f e r s from IDCAS 
and ASMO i n t h a t i t i s a decision-making body, and not merely 
a c o n s u l t a t i v e one. I n accordance w i t h A r t i c l e I I (paragraph 5) 
of the Arab Economic U n i t y Agreement, the CAEU endeavoured 
to a t t a i n i n d u s t r i a l c o o r d i n a t i o n and i n t e g r a t i o n among i t s 
5/ The Conferences held so f a r were i n Kuwait (October 1971), 
T r i p o l i , Libya ( A p r i l 1974) 9 Baghdad (December 1976), and A l g e r i a (November 1979)» The author o f t h i s study gained 
a great deal o f knowledge about the s i t u a t i o n of i n d u s t r i a l i -
s a t i o n i n the Arab World by p a r t i c i p a t i n g i n these Conferences, 
representing the General Union of Chambers of Commerce, 
Ind u s t r y and A g r i c u l t u r e f o r Arab Countries. 
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member-countries. Most o f the rudimentary work has been 
done i n the Sub-Committee f o r I n d u s t r i a l Coordination and 
Mineral Resources. This Committee studied the p o s s i b i l i t y o f 
co o r d i n a t i n g c e r t a i n basic i n d u s t r i e s , f o r s t a r t i n g the process 
of i n d u s t r i a l i n t e g r a t i o n . The i n d u s t r i e s selected f o r study 
werei petrochemicals, i r o n and s t e e l , f e r t i l i z e r s ( n i t r a t e and 
phosphate), paper and pulp f o r a r t i f i c i a l s i l k , machinery and 
a g r i c u l t u r a l t r a c t o r s , and spinning and weaving. Although 
s p e c i a l i s e d t e c h n i c a l groups to study each of the above 
i n d u s t r i e s were set up (Resolution No. 346 o f the C o u n c i l ) , 
very l i t t l e progress was made beyond preparing p r e l i m i n a r y 
studies on some o f the above i n d u s t r i e s . At the same time, 
the CAEU took a number o f decisions c a l l i n g on the members not 
to e s t a b l i s h competing i n d u s t r i e s , and each o f them was given 
the r i g h t to obje c t t o the establishment o f i n d u s t r i e s i n other 
member-countries which are s i m i l a r to i t s own i n d u s t r i e s 
( R e s olution No. 216). But t h i s r i g h t was not exercised except 
once, by the Syrian Government against a Jordanian plan to 
e s t a b l i s h a t e x t i l e i n d u s t r y . The Syrian Government proposed 
l a t e r t o e s t a b l i s h t h a t i n d u s t r y as a j o i n t venture between 
Sy r i a and Jordan. 
The major achievement o f the CAEU i n the f i e l d o f 
i n d u s t r i a l c o o r d i n a t i o n has been the c r e a t i o n o f f u n c t i o n a l 
f e d e r a t i o n s f o r e x i s t i n g i n d u s t r i e s i n a number of i n d u s t r i a l 
s e c t o r s . Aside from h e l p i n g i n c o o r d i n a t i n g the purchases o f 
raw m a t e r i a l s and machinery, these f e d e r a t i o n s endeavour to 
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coordinate the product marketing and t r a i n i n g o f technicians 
and s k i l l e d workers * The fe d e r a t i o n s which have already been 
established and s t a r t e d t h e i r operations ares The Arab Federa= 
t i o n f o r I r o n and Steel (based i n A l g e r i a ) , The Arab Federation 
f o r Engineering and E l e c t r i c a l I n d u s t r i e s ( i n Baghdad), The 
Arab Federation f o r T e x t i l e I n d u s t r i e s ( i n C a i r o ) , The Arab 
Federation f o r Chemical F e r t i l i z e r Products ( i n Kuwait), and 
The Arab Federation f o r B u i l d i n g M a t e r i a l s ( i n Damascus). 
However, i t can be said t h a t the CAEU succeeded i n 
sharpening the issues involved i n r e g i o n a l i n d u s t r i a l i n t e g r a t i o n , 
and created a r e g i o n a l p o i n t o f view f o r approaching the 
problems i n v o l v e d . I n a Seminar organised j o i n t l y by CAEU, 
UNCTADj and ECWA, the question o f i n d u s t r i a l i n t e g r a t i o n was 
discussed a t l e n g t h , and i t was recommended t h a t 
" I n d u s t r i a l i n t e g r a t i o n , through the 
a l l o c a t i o n of c e r t a i n u n i t s o f production 
t o i n d i v i d u a l Arab co u n t r i e s w i l l i n g to 
p a r t i c i p a t e i n a scheme o f i n d u s t r i a l 
programming, should be adopted as a 
basic p r i n c i p l e o f Arab economic 
cooperation,," 6/ 
Also i t was observed t h a t 
"The concept of i n t e g r a t i o n p r o j e c t s 
should not be i n t e r p r e t e d i n a narrow 
manner so as to exclude n a t i o n a l p r o j e c t s 
which may have a p o s i t i v e e f f e c t f o r the 
region as a wholeo" 7/ 
Furthermore, the Seminar observed t h a t 
6/ CAEU-UNCTAD-ECWA, Report and Recommendations o f the Seminar 
on Problems o f Trade Expansion and Economic I n t e g r a t i o n 
Among Arab Countries, held i n Cairo d u r i n g 18=23 May 1974, 
p» 14 o 
7/ Ibid.« p. 15. 
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"The problem o f equitable d i s t r i b u t i o n o f 
b e n e f i t s o f economic i n t e g r a t i o n i s 
probably less acute w i t h i n the Arab region 
than i n other regions, i n view of the f a c t 
t h a t the v a r i e t y o f e x i s t i n g p o t e n t i a l 
n a t u r a l , human and f i n a n c i a l resources 
w i t h i n the area permits each country t o 
receive a f a i r share o f b e n e f i t s . " 8/ 
This piecemeal approach to i n d u s t r i a l i n t e g r a t i o n was 
f u r t h e r discussed i n another Seminar organised by the CAEU. 
I n t h a t Seminar, i t was proposed t h a t an Arab i n d u s t r i a l commis-
sion be created f o r the purpose o f discussing and approving the 
implementation of i n d u s t r i a l p r o j e c t s contained i n n a t i o n a l 
development plans and geared mainly t o Arab markets, as r e g i o n a l 
p r o j e c t s o Such p r o j e c t s would be given f r e e o r p r e f e r e n t i a l 
access t o Arab markets, on c o n d i t i o n t h a t they use raw m a t e r i a l s 
or intermediate products from the i m p o r t i n g c o u n t r i e s . I n 
a d d i t i o n , such p r o j e c t s would enjoy a c e r t a i n degree of pro-
9/ 
t e c t i o n against imports from the outside world. 
These t h e o r e t i c a l developments w i t h i n the CAEU are 
of great s i g n i f i c a n c e from the standpoint of the present study. 
They support the basic contention developed i n the preceding 
chapters, which advocates a g r a d u a l i s t approach i n i n d u s t r i a l 
i n t e g r a t i o n as a route towards f u r t h e r i n t e g r a t i o n . They also 
converge w i t h the idea on which the "package deal" approach 
i s basedo 
8/ I b i d . 
9/ CAEU, The D e t a i l e d Report o f the Seminar on Arab I n d u s t r i a l 
Coordinations held i n Alexandira, Egypt 9 during 22-26 June 
1976, pp. 74-75 ( i n A r a b i c ) . 
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An I n d u s t r i a l I n t e g r a t i o n Strategy 
I n d u s t r i a l i n t e g r a t i o n among sovereign countries i s 
a continuous process; i t has a beginning but no endo Yet i t 
i s possible t o proceed w i t h t h i s process i n such a way t h a t 
one phase would form the basis f o r another B The strategy 
we are contemplating i n t h i s study f o r the Arab countries 
focuses on a p a r t i a l range o f i n d u s t r i e s which have the 
p o t e n t i a l f o r i n t e g r a t i o n . Given the rudimentary attempts 
made by the Arab countries so f a r , t h i s s t r a t e g y r e l a t e s 
n e c e s s a r i l y t o the i n i t i a l phase o f i n d u s t r i a l i n t e g r a t i o n , 
and t h e r e f o r e i t aims at making a breakthrough i n a long-term 
processo I t i s l i k e l y t h e r e f o r e t h a t when the next phase 
comes t h i s s t r a t e g y w i l l have to be adjusted, o r even superseded 
by a new one 0 
I n economic jargon, the world " s t r a t e g y " can be used 
to denote the fundamentals u n d e r l y i n g the o p e r a t i o n a l approach 
to a long-term process f o r s o l v i n g a c e r t a i n economic problem, 
and accordingly the emphasis i n any s t r a t e g y ought to be on 
10/ 
r a t i o n a l e r a t h e r than on o p e r a t i o n a l d e t a i l s , , — ' This could 
be taken to suggest three basic elements which are c e n t r a l i n 
the framing o f a s t r a t e g y f o r i n t e g r a t e d i n d u s t r i a l development 
among the Arab c o u n t r i e s . These elements r e l a t e t o % (a) the 
f o r m u l a t i o n o f a system to manage the problem o f d i s t r i b u t i o n 
o f b e n e f i t s and costs o f i n t e g r a t i o n ; (b) the s e t t i n g o f 
10/ This conception i s derived from a d e f i n i t i o n of development 
s t r a t e g y i n I . Sachs and K e L a s k i , " I n d u s t r i a l Development 
Strategy", I n d u s t r i a l i z a t i o n and P r o d u c t i v i t y 9 B u l l e t i n 
No. 16, United Nations, New York, 1971, p c 35. 
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c r i t e r i a f o r i d e n t i f y i n g the i n d u s t r i e s to which the concept 
o f i n t e g r a t i o n would be a p p l i e d ; and, (c) the i d e n t i f i c a t i o n 
o f c r i t e r i a f o r a l l o c a t i n g i n t e g r a t i o n i n d u s t r i e s among the 
p a r t i c i p a n t s . Having developed the basic ideas u n d e r l y i n g 
these elements i n Part One o f t h i s t h e s i s , we w i l l attempt 
i n the f o l l o w i n g paragraphs to s p e l l them out i n the context o f 
the economic environment i n the Arab countries as portrayed 
i n the preceding chapters o f Part Two. 
The "Package Deal" Approach 
As suggested i n Chapter Three, the "package deal" i s 
a de s i r a b l e approach f o r implementing an i n d u s t r i a l i n t e g r a t i o n 
scheme among the Arab c o u n t r i e s . This view i s based on several 
considerations r e l a t i n g to the economic size and l e v e l o f 
development o f these c o u n t r i e s . Although the Arab co u n t r i e s 
can be conveniently c l a s s i f i e d i n t o two broad categories (as 
o i l - and n o n - o i l - e x p o r t i n g ) , they d i s p l a y a c e r t a i n degree o f 
heterogeneity i n resource endowment, economic o b j e c t i v e s and 
p r i o r i t i e s , and socio-economic systems. I t i s not s u r p r i s i n g , 
t h e r e f o r e , to f i n d v a r y i n g economic performances and development 
experiences amongst them. This can be ascertained not only 
i n terms o f income per c a p i t a and oth e r socio-economic v a r i a b l e s 
(see Table 5.1), but a l s o , and more i m p o r t a n t l y , i n terms o f 
the share o f manufacturing i n GDP and exports (see Tables 5.4 
and 6.4) 
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Howeverj as can be discerned from the various i n t e g r a t i o n 
attempts by the Arab c o u n t r i e s , the adjustment o f production 
patterns through market i n t e g r a t i o n involves a cost to the 
les s developed and/or smaller c o u n t r i e s . Moreover, these 
c o u n t r i e s might not be i n a p o s i t i o n t o derive the same b e n e f i t s 
from the o p p o r t u n i t i e s open up by i n t e g r a t i o n as the more 
developed and/or l a r g e r c o u n t r i e s . For instance, Egypt i s more 
capable o f s u s t a i n i n g development on the basis o f the domestic 
market, and th e r e f o r e has less urgency to i n t e g r a t e w i t h other 
Arab countries than the case might be w i t h Jordan which has a 
l i m i t e d market. Having a t t a i n e d a higher l e v e l of development 
and possessing d i v e r s i f i e d resources, Egypt can p o l a r i s e w i t h i n 
i t economic a c t i v i t y emerging from a r e g i o n a l customs union or 
common markets At the other extreme, the two Yemens and the 
Sudan regardless o f t h e i r development p o t e n t i a l cannot compete 
w i t h i n a r e g i o n a l market and they would tend to bear the l a r g e r 
p a r t o f the co;sts a r i s i n g from i n t e g r a t i o n , and th e r e f o r e 
they may have independently b e t t e r growth prospects, at l e a s t 
i n the s h o r t e r - r u n . 
But considering the p o t e n t i a l complementarity i n 
resources and markets among the Arab c o u n t r i e s , one can see 
the harmful economic consequences of e x i s t i n g n a t i o n a l f r o n t i e r s . 
I t i s c e r t a i n t h a t a higher l e v e l o f output from given resources 
could be a t t a i n e d i n an enlarged market. The "package deal" 
could be looked upon as an e f f e c t i v e system f o r removing these 
harmful economic consequences w i t h respect to a number o f 
production l i n e s , and f o r ensuring a proper i n l e t f o r wider 
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i n t e g r a t i v e e f f o r t s * As pointed out e a r l i e r , the a t t r a c t i v e n e s s 
of t h i s approach a r i s e s from the f a c t t h a t i t provides a d i r e c t 
means f o r a l l o c a t i n g a number o f i n t e g r a t i o n i n d u s t r i e s among 
the Arab c o u n t r i e s , r a t h e r than l e a v i n g t h i s t o the unregulated 
f u n c t i o n i n g o f the enlarged marketo Thus, t h i s approach avoids 
the p o l a r i s a t i o n o f i n t e g r a t i o n b e n e f i t s i n the more developed 
c o u n t r i e s , and promotes r e c i p r o c i t y i n these benefits,. I t also 
f a c i l i t a t e s the measurement o f b e n e f i t s and costs which i s l a r g e l y 
a s u b j e c t i v e matter and w i l l have to be based on each country's 
resource endowment, economic conditions and long-term develop-
ment objectives,, The r e l a t i v e d i v e r s i t y i n resource endowment 
among the Arab countries i s i n i t s e l f a h e l p i n g f a c t o r f o r 
assembling v a r y i n g i n d u s t r i a l packages f o r i n t e g r a t i o n ^ and 
f o r s e l e c t i n g an optimum "product-mix" which a t t a i n s a c e r t a i n 
degree o f c o l l e c t i v e s e l f - r e l i a n c e f o r the participants„ 
I d e n t i f i c a t i o n o f I n t e g r a t i o n I n d u s t r i e s 
The existence o f s u b s t a n t i a l scale economies i n c a p i t a l 
and o p e r a t i n g costs can be taken as a basic c r i t e r i o n f o r 
i d e n t i f y i n g i n d u s t r i e s f o r i n t e g r a t i o n among the Arab countries„ 
I t i s possible on the basis of cost estimates f o r v a r y i n g 
production c a p a c i t i e s o f a c e r t a i n i n d u s t r y to estimate the 
economies of scale, i n terms of both u n i t - c o s t o f production 
and c a p i t a l required per u n i t o f output, i f the i n d u s t r y under 
co n s i d e r a t i o n operates on a r e g i o n a l r a t h e r than on a n a t i o n a l 
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scaleo The discussion i n Chapters 7 and 8 i s c l e a r l y i n d i c a t i v e 
of the range o f i n d u s t r i e s which can be considered on t h i s 
basis as candidates f o r i n t e g r a t i o n c At the same time, i t can 
be observed t h a t these i n d u s t r i e s have a d i r e c t bearing on the 
developmental o b j e c t i v e s o f the Arab co u n t r i e s <> Considering 
t h a t the essence o f i n t e g r a t i o n i s t o accelerate the process 
of economic developments, i t seems to be more desirable to 
t h i n k as w e l l o f other development=related c r i t e r i a f o r 
i d e n t i f y i n g i n t e g r a t i o n i n d u s t r i e s i n the context o f the Arab 
countries,, This i s supported by the f a c t t h a t the problems 
involved i n o b t a i n i n g accurate engineering data, d e f i n i n g the 
market s i z e s , and considering t r a n s p o r t costs, make i t 
exceedingly d i f f i c u l t to put r e a l i s t i c bounds on the p o t e n t i a l 
economies obtainable by the enlargement o f the market <> 
As the case i s w i t h other developing c o u n t r i e s , the 
process o f economic development i n the Arab co u n t r i e s i n v o l v e s 
a p a r t i a l withdrawal from the world economy, i n order to a t t a i n 
i n t e r n a l l y generated and sustained growth 0 This means t h a t 
the s e l e c t i o n of a development p r o j e c t must not be based only 
on p r i v a t e p r o f i t a b i l i t y , but also on i t s favourable e f f e c t s 
on other p r o j e c t s (such as p r o v i d i n g u s e f u l i n p u t s or e n l a r g i n g 
the domestic market), on developing and t r a i n i n g manpower, and 
on the dissemination o f modern technology throughout the economy 
The outcome of a l l t h i s would be to reduce the i n t e r n a t i o n a l 
o r i e n t a t i o n o f economic development, and to r e a l i s e a greater 
degree of s e l f - r e l i a n c e 0 
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I t can be presumed t h a t i n t e g r a t i o n p r o j e c t s can a t t a i n 
such e f f e c t s on a more r a t i o n a l b a s i s , as they would enjoy a 
wider market and a more balanced f a c t o r supply„ The i m p l i c a t i o n 
i s t h a t an i n t e g r a t i o n i n d u s t r y i s one which, aside from 
r e a l i s i n g economic e f f i c i e n c y e f f e c t s through scale economies, 
generates interdependence among the countries concerned and 
c o n t r i b u t e s to the b r i n g i n g about of a c e r t a i n degree o f 
c o l l e c t i v e s e l f - r e l i a n c e . The case study on f e r t i l i z e r s i n 
Chapter 8 i l l u s t r a t e s these points c l e a r l y 0 To s t a r t w i t h , t h i s 
i n d u s t r y i s characterised by scale economies, and the m.e<,So 
i s w e l l above n a t i o n a l market sizes o f the Arab c o u n t r i e s 0 This 
means t h a t there i s a wide scope f o r r e g i o n a l i n t e g r a t i o n , 
whether along v e r t i c a l or h o r i z o n t a l l i n e s , and t h i s r e f l e c t s 
i t s e l f i n a lower u n i t - c o s t of production such t h a t l i t t l e or 
no p r o t e c t i o n would be needed to make the s e l l i n g p r i c e 
competitive w i t h i n t e r n a t i o n a l p r i c e s . Considering the c a p i t a l -
i n t e n s i v e nature o f t h i s i n d u s t r y and the r e l a t i v e c a p i t a l . 
d e f i c i e n c y i n S y r i a and Jordan where large phosphate rock 
deposits e x i s t , i t i s possible to see how c a p i t a l funds from 
the o i l - c o u n t r i e s could help i n developing the phosphate 
f e r t i l i z e r i n d u s t r y i n these c o u n t r i e s . Moreover, the develop-
ment o f the f e r t i l i z e r i n d u s t r y i s o f a r e g i o n a l i n t e r e s t as 
the a g r i c u l t u r a l p o t e n t i a l l i e s i n some o f the Arab c o u n t r i e s , 
and there i s g e n e r a l l y a growing need to a t t a i n a degree of 
s e l f - s u f f i c i e n c y i n food. 
I n a "package deal" system i t seems more f e a s i b l e t o 
concentrate on new i n d u s t r i e s , r a t h e r than e x i s t i n g ones, i n 
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order to make i t more appealing f o r as many of the Arab countries 
as possible to p a r t i c i p a t e i n the schemeo I t would be c o s t l y , 
economically and p o l i t i c a l l y , to s t a r t w i t h the i n t e g r a t i o n 
o f e x i s t i n g i n d u s t r i e s , e s p e c i a l l y those which have been 
esta b l i s h e d f o r a number o f years behind p r o t e c t i v e barriers,, 
However, one must not r u l e out the p o s s i b i l i t y o f transforming 
an e x i s t i n g n a t i o n a l i n d u s t r y i n t o a r e g i o n a l one, possibly 
through investments from other countries„ Anyhow, i t remains 
f o r the p a r t i c i p a t i n g countries t o agree among themselves as 
to what i n d u s t r i e s are to be considered as i n t e g r a t i o n 
i n d u s t r i e s , bearing i n mind t h e i r relevance to the r e g i o n a l 
market and t h e i r l e v e l s of economic development» 
A l l o c a t i o n o f I n t e g r a t i o n I n d u s t r i e s 
I t i s possible to d i s t i n g u i s h between two types of 
measures f o r i n f l u e n c i n g the d i s t r i b u t i o n of b e n e f i t s i n any 
i n t e g r a t i o n scheme? "preventive", or ex ante, measures which 
are applied from the outset to ensure the e q u itable d i s t r i b u t i o n 
of b e n e f i t s , and " c o r r e c t i v e " , or ex p o s t 0 measures which are 
p r i m a r i l y to strengthen the former during the process o f 
i n t e g r a t i o n o ^ 3 ^ E s s e n t i a l l y , the "package deal" approach 
i s a "preventive" measure * I t s success i n the i n i t i a l stage 
r e s t s h e a v i l y on the a l l o c a t i o n o f i n t e g r a t i o n i n d u s t r i e s 
among a l l the p a r t i c i p a n t s i n an acceptable way c 
11/ For a discussion o f these measures, see UNOTAD, Current 
Problems o f Economic I n t e g r a t i o n ; The D i s t r i b u t i o n of 
B e n e f i t s and Costs of I n t e g r a t i o n Among Developing 
Countries 0 op<. c i t <» <, Chapter I V 0 
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I t i s evident t h a t i n the case o f the Arab co u n t r i e s 
some s a c r i f i c e i n e f f i c i e n c y must be made t o ensure an 
acceptable degree o f e q u i t y i n the d i s t r i b u t i o n o f i n d u s t r i e s 0 
Therefore, the i n d u s t r i a l package must represent a reasonable 
compromise between eq u i t y and e f f i c i e n c y o A complicating 
f a c t o r may a r i s e from the f a c t t h a t the concept o f sp e c i a l i s a = 
t i o n i n produc t i o n on which the package deal i s based in v o l v e s 
the c r e a t i o n o f a complementary r a t h e r than a competitive 
s t r u c t u r e i n a number o f basic i n d u s t r i e s o P a r a d o x i c a l l y , 
t h i s can be a source o f c o n f l i c t s , e s p e c i a l l y i n the e a r l y 
stages o f in t e g r a t i o n . , On the one hand, i t e n t a i l s f o r each 
o f the pa r t n e r c o u n t r i e s a heavy s t r u c t u r a l dependence on the 
others f o r the supply o f goods, which may not be p o l i t i c a l l y 
appealingo On the other hand, i n d u s t r i a l i n t e g r a t i o n may e n t a i l 
trade d i v e r s i o n f o r some o f the partner c o u n t r i e s i n a s f a r as 
they have t o s u b s t i t u t e imports by higher-cost products o f 
a partner c o u n t r y 9 as i s l i k e l y to be the case w i t h the Arab 
o i l = c o u n t r i e s « 
This should not mean t h a t the a l l o c a t i o n o f i n d u s t r i e s 
among the Arab c o u n t r i e s has to be a p o l i t i c a l agreement 0 
The a l l o c a t i o n o f a l l i n d u s t r i e s must be supported by s o c i a l 
b e n e f i t - c o s t analyses, i n order to demonstrate the e q u i t y i n 
the d i s t r i b u t i o n o f net b e n e f i t s among the cou n t r i e s concerned, 
possibly by d i s c o u n t i n g these b e n e f i t s to t h e i r present v a l u e s c 
But i t would enhance considerably the a c c e p t a b i l i t y of the 
package i f these analyses are c a r r i e d out w i t h the p r e v a i l i n g 
p o l i t i c a l framework o f the Arab region i n mindo 
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I t i s possible to s e t t l e c o n f l i c t s o f i n t e r e s t which 
may a r i s e between the Arab countries i n a l l o c a t i n g i n t e g r a t i o n 
i n d u s t r i e s among them, by a l l o c a t i n g f i r s t the i n d u s t r i e s 
which belong n a t u r a l l y to c e r t a i n l o c a t i o n s and then use the 
"foo t l o o s e " i n d u s t r i e s t o balance up the p a c k a g e . B y 
i n t u i t i o n , the energy- and c a p i t a l - i n t e n s i v e i n d u s t r i e s must 
be est a b l i s h e d i n the o i l - p r o d u c i n g c o u n t r i e s , whereas the 
ag r o - i n d u s t r i e s and the r e l a t i v e l y l a b o u r - i n t e n s i v e i n d u s t r i e s 
have to be established i n the a g r i c u l t u r a l Arab c o u n t r i e s . 
I n the same d i r e c t i o n , i t would be important to a l l o c a t e to 
a c e r t a i n Arab country the i n t e g r a t i o n i n d u s t r y which 
complements e x i s t i n g i n d u s t r i e s , and accordingly help to 
strengthen the respective domestic demand, not only by 
enl a r g i n g but also deepening the extent o f the market. I n 
other words, the i n t e g r a t i o n i n d u s t r i e s could become w i t h i n 
a reasonably short time "development poles" i n the r e g i o n , 
a t t r a c t i n g w i t h i n each o f the economies concerned a n c i l l a r y 
i n d u s t r i e s and new t e r t i a r y a c t i v i t i e s . The i d e n t i f i c a t i o n 
o f the appropriate i n d u s t r i a l p r o j e c t s f o r each Arab country 
i s , t h e r e f o r e , a necessary step i n the process o f a l l o c a t i n g 
the i n d u s t r i a l package. 
12/ Schydlowsky suggests a d i f f e r e n t system which he c a l l s the 
"sequ e n t i a l assignment procedure". Under t h i s system, the 
assignment o f a l l i n t e g r a t i o n i n d u s t r i e s to the p a r t i c i p a n t s 
i s not made simultaneously, but as p r o j e c t s become a v a i l a b l e 
He draws a d i s t i n c t i o n between i n d u s t r i e s which e x h i b i t 
market d i f f e r e n c e s i n costs between a l t e r n a t i v e l o c a t i o n s 
and those which are not s e n s i t i v e to l o c a t i o n s , and proposes 
the a p p l i c a t i o n o f the system w i t h respect to the l a t t e r 
i n d u s t r i e s . Daniel M. Schydlowsky, Journal of Common 
Market Studies, V o l . 9, No. 4, 1971, pp. 299-307. 
~ Am 
The o b j e c t i v e i s to determine the optimal a l l o c a t i o n 
of the v a r i o u s i n d u s t r i e s selected and the l e v e l o f t h e i r 
outputs i n order to s a t i s f y r e g i o n a l demand, w i t h a view to 
ensure f o r each p a r t i c i p a n t a t o t a l cost o f the products 
included i n the package less than t h e i r cost i f purchased i n 
world marketso This can be a r r i v e d a t by using the b e n e f i t -
cost a n a l y s i s developed i n Chapter 2, to make the necessary 
i n t e r - c o u n t r y comparisons o f production costs, and balancing 
the economies o f scale brought about by i n t e g r a t i o n against 
the accompanying increase i n t r a n s p o r t costs. T h i s means 
t h a t i f the t r a n s p o r t cost o f a c e r t a i n product i s h i g h , the 
optimum d i s t r i b u t i o n o f production u n i t s could be more dispersed 
than would be the case i f only production costs are considered 0 
What i s important i n an optimal package i s t o combine e q u i t y 
and e f f i c i e n c y i n such a way as to make each of the countries 
concerned b e t t e r o f f than i n a state o f n o n - i n t e g r a t i o n 0 
A s t r a t e g y such as the one o u t l i n e d above could provide 
f o r the Arab countries both a "stepping-stone" f o r f u r t h e r 
and broadly based i n t e g r a t i o n , and a " b i g push" i n the o v e r a l l 
process o f economic and s o c i a l development through the types 
13/ 
of i n d u s t r i e s which i t makes f e a s i b l e s — ^ I t would be i d e a l 
13/ I n the context of the r e s t r u c t u r i n g o f the world i n d u s t r y 
as envisaged by the Lima Conference (1975), the share o f 
the Arab World i n world i n d u s t r i a l output i s estimated 
to increase from less than 1 per cent i n 1975 t o about 
6 per cent i n 2000 0 See F 0 Le Guay, UNLDO, P o s s i b i l i t i e s 
Open to the I n d u s t r i a l i z a t i o n o f Arab Countries i n the 
Framework o f a New World I n d u s t r i a l S t r u c t u r e , a paper 
presented to the Seminar on I n d u s t r i a l Coordination f o r 
Arab Countries, Alexandria, Egypt, 22-26 June 1976, p 0 9, 
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i f t h i s s t r a t e g y can be applied to a l l the Arab countries 
covered i n t h i s study* But i t might not be r e a d i l y a p p l i c a b l e 
to the Arab o i l - c o u n t r i e s as i t r e s t s h e a v i l y on the concept 
of c o l l e c t i v e s e l f - r e l i a n c e s I t emerges from Chapters 5 and 6 
t h a t the r e l a t i v e p o s i t i o n s and comparative advantages w i t h 
respect to i n d u s t r i a l i s a t i o n d i f f e r d r a s t i c a l l y as between 
o i l and n o n - o i l countries„ This i s conceived not only i n 
terms o f n a t i o n a l resources and size o f the market 9 but also 
i n terms o f n a t i o n a l development o b j e c t i v e s * 
I t can be observed t h a t i n d u s t r i a l i s a t i o n i n the o i l 
c o u n t r i e s i s ev o l v i n g mainly i n an i n t e r n a t i o n a l context* 
This i s being prompted concu r r e n t l y by two f o r c e s . One i s a 
push force a r i s i n g from the desire o f these countries to 
inv e s t as much as possible o f t h e i r o i l revenues i n l a r g e -
scale i n d v i s t r i e s j mainly i n p a r t i c i p a t i o n w i t h i n t e r n a t i o n a l 
companies which can provide the appropriate technologies and 
ex p e r t i s e * The other i s a p u l l force a r i s i n g from the desire 
o f m u l t i n a t i o n a l companies to take advantage o f cheap energy 
by e s t a b l i s h i n g process i n d u s t r i e s t h a t are h i g h l y i n t e g r a t e d 
w i t h the i n d u s t r i a l i s e d c o u n t r i e s * A pio n e e t i n g venture i n 
t h i s f i e l d i s Aluminium Bahrain* I n the same f i e l d * the 
r e l a t i v e l y recent i n n o v a t i o n i n the use o f n a t u r a l gas as a 
reductant to produce sponge i r o n i s o f f e r i n g now the o i l 
c o u n t r i e s the p o s s i b i l i t y o f becoming major producers o f 
s t e e l * This i n n o v a t i o n does not reduce only investment costs 
by e l i m i n a t i n g the need f o r a b l a s t furnace and coking c o a l , 
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but also the e f f i c i e n t size o f a d i r e c t reductant p l a n t to 
h a l f the size o f a t r a d i t i o n a l p l a n t , thus b r i n g i n g s t e e l 
production w i t h i n the grasp o f the smaller o i l countries« 
Moreover, i t can be argued t h a t major i n d u s t r i a l c o u n t r i e s 
are showing eagerness to involve themselves i n the o i l - c o u n t r i e s 
e i t h e r through investment or the t r a n s f e r o f technology, as 
a means o f p r o v i d i n g some guarantee f o r t h e i r o i l supplies 
i n the f u t u r e 0 
Although t h i s trend i s a de s i r a b l e one f o r the o i l 
c o u n t r i e s i t has inherent weaknesses 0 I n the f i r s t place, 
the d u p l i c a t i o n o f i n d u s t r i e s reduces considerably the bargain-
in g power o f these c o u n t r i e s v i s - a - v i s m u l t i n a t i o n a l companies, 
e s p e c i a l l y w i t h respect to the marketing o f output and the 
a c q u i r i n g o f techno logy •> As pointed out r e c e n t l y , 
" c o o i t seems t h a t the f a t e o f the expo r t -
o r i e n t e d i n d u s t r i a l i s a t i o n p l a n t s o f Middle 
Eastern and North A f r i c a n o i l - p r o d u c e r s w i l l 
r e s t as much on p o l i t i c s as on economic 
c o n s i d e r a t i o n s 0 Saudi Arabia i s probably the only one o f them w i t h the economic power 
to force i t s products on to the world markets 
i f i t should so choose to do<> A l l the other 
countries i n question w i l l f i n d themselves 
i n weaker bargaining p o s i t i o n s 0 For them, however ambitious t h e i r plans, access to the 
markets o f the i n d u s t r i a l i s e d world cannot 
be assumed, but must be bargained f o r 0 n 14/ 
Another weakness i s t h a t t h i s trend leads to a wa s t e f u l use 
of the scarce f a c t o r s o f production a v a i l a b l e i n the o i l -
14/ Louis Turner, "Petrochemicals, R e f i n i n g and Gas Exports = 
Problems With Costs and Marketing", i n Middle East Annual 
Reviewo 1978 B London, 1979, p, 90„ 
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cou n t r i e s and i n the Arab region as a whole„ Obviously, 
t h i s could r a i s e costs and subsequently erode whatever 
i n t e r n a t i o n a l competitiveness the o i l ~ c o u n t r i e s may have i n 
c e r t a i n i n d u s t r i e s s As pointed out e a r l i e r , attempts a t 
reducing costs are being made through concentrating major 
i n d u s t r i a l p r o j e c t s i n one or two centres i n each country, 
a l l o w i n g basic i n f r a s t r u c t u r e and services to be provided 
more economically as w e l l as c o n f i n i n g environmental risks„ 
However, one can depi c t a growing awareness i n the o i l -
c o u n tries f o r the need to coordinate t h e i r i n d u s t r i a l develop-
mento This f i n d s expression i n the various j o i n t ventures 
created w i t h i n the framework o f OAPEC, as mentioned e a r l i e r 0 
A more recent move has been the c r e a t i o n o f the Gulf Organi-
s a t i o n f o r I n d u s t r i a l Consulting (GOIG) 0 This Organisation 
which i s based i n Doha (Qatar) r e s u l t e d from an agreement 
signed on 26 February 1976 by the m i n i s t e r s o f i n d u s t r y i n 
Saudi Arabia, U.ASE,, I r a q 9 Qatar, Kuwait, Bahrain and 0mano 
I t s purposes are to promote i n d u s t r i a l cooperation and 
i n t e g r a t i o n through the c o l l e c t i o n and dissemination o f 
in f o r m a t i o n on p r o j e c t s and i n d u s t r i a l p o l i c i e s , to make 
proposals f o r j o i n t i n d u s t r i a l p r o j e c t s among the member-
c o u n t r i e s , to promote cooperation i n the t e c h n i c a l f i e l d , 
and to help i n p r o j e c t evaluation,, The Organisation operates 
through a Council comprising r e p r e s e n t a t i v e s o f the member-
countries and a S e c r e t a r i a t . Upon the advise o f the S e c r e t a r i a t , 
the Council formulates the appropriate measures f o r promoting 
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i n d u s t r i a l cooperation and int e g r a t i o n , , I t i s hoped t h a t 
the above Organisation w i l l be also i n s t r u m e n t a l i n h e l p i n g 
the o i l - c o u n t r i e s to make j o i n t marketing and procurement 
arrangements among themselves 0 
I t can be argued, however, t h a t i t i s desirable f o r 
the Arab o i l - c o u n t r i e s to i n t e g r a t e economically w i t h other 
countries i n the region as t h i s w i l l be i n t h e i r i n t e r e s t 
at l e a s t i n the longer-run. Despite t h e i r growing importance 
to the world as o i l and n a t u r a l gas producers, t h e i r linkages 
w i t h the r e s t o f the Arab region are growing r a p i d l y and w i l l 
d e f i n i t e l y i n t e n s i f y i n the future„ As i n d i c a t e d i n Chapter 4, 
the supply o f c a p i t a l from the o i l - c o u n t r i e s i s emerging r a p i d l y 
as an i n t e g r a t i n g factor« I t i s not on l y i n c r e a s i n g the m o b i l i t y 
of labour and generating demand f o r the goods and services o f 
other Arab c o u n t r i e s , but i s also p r o v i d i n g funds f o r develop-
ment purposes on n a t i o n a l and r e g i o n a l s c a l e s 0 I n point o f 
f a c t , the o i l - c o u n t r i e s have displayed much readiness to 
support r e g i o n a l economic a c t i o n , and Kuwait can be c i t e d as 
the best example i n t h i s respecto 
The c r e a t i o n o f a r e g i o n a l market would d e f i n i t e l y 
provide a more favourable framework f o r i n v e s t i n g a l a r g e r 
part o f the c a p i t a l surpluses w i t h i n the r e g i o n , and reduce 
dependence on the outside world° I t i s believed t h a t the 
o i l - c o u n t r i e s , which have an i n t e r n a t i o n a l o r i e n t a t i o n i n 
t h e i r i n d u s t r i a l development, should nevertheless t r y as much 
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as possible "to promote t h e i r i n d u s t r i a l exports to the 
other Arab countries as a hedge against c y c l i c a l f l u c t u a t i o n s 
i n i n t e r n a t i o n a l markets. I n f a c t , e x t r a - r e g i o n a l export 
p o s s i b i l i t i e s can be t r e a t e d as an o p p o r t u n i t y to f u r t h e r 
improve the e f f i c i e n c y o f r e g i o n a l i n d u s t r i e s . On the grounds 
t h a t economic a t t r a c t i v e n e s s i n a r e g i o n a l i n t e g r a t i o n scheme 
c a l l s f o r the p a r t i c i p a t i o n o f the l a r g e s t possible number o f 
c o u n t r i e s , i t w i l l be d e s irable i f the proposed s t r a t e g y 
addresses i t s e l f to the Arab region as a whole. 
Yet, i t i s not necessary t h a t a l l countries should be 
obliged to take part i n each deal,, But enough cou n t r i e s 
should p a r t i c i p a t e i n order to r e a l i s e the advantage from 
en l a r g i n g the market. Several p o s s i b i l i t i e s present them-
selves i n t h i s regard,, I t can be argued t h a t Egypt, w i t h 
i t s d i v e r s i f i e d n a t i o n a l resources and the size of i t s 
p o t e n t i a l market, has the g r e atest p o t e n t i a l among the Arab 
countries f o r development on a n a t i o n a l b a s i s , and accordingly 
i t might f i n d l i t t l e i n c e n t i v e to j o i n an i n t e g r a t i o n scheme 
at present. But t h i s must not overshadow the f a c t t h a t Egypt 
has always been at the centre of the Arab economic i n t e g r a t i o n 
movement, and a t present i t represents a s t r a t e g i c reserve 
f o r manpower to the Arab co u n t r i e s ( e s p e c i a l l y i n the Gulf) 
and at the same time o f f e r s a t t r a c t i v e investment o p p o r t u n i t i e s 
f o r Arab c a p i t a l . Also i t can be argued th a t the two Yemens, 
being the l e a s t developed i n the r e g i o n , might not be keen 
on j o i n i n g an i n t e g r a t i o n scheme as they would be i n a l ess 
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advantageous p o s i t i o n i n i t . Added to t h i s i s the f a c t 
t h a t they are geographically d i s t a n t from the n o n - o i l Arab 
c o u n t r i e s . I t might be more l o g i c a l to promote the i n t e g r a t i o n 
o f these two c o u n t r i e s i n a separate scheme which s u i t s t h e i r 
present l e v e l s o f economic development„ 
A promising sub-region f o r i n t e g r a t i o n could be t h a t 
comprising Lebanon, S y r i a , Jordan and I r a q a I t i s believed 
t h a t t h i s sub-region provides a proper s e t t i n g f o r applying 
the package d e a l , due to a number o f reasons G F i r s t l y , the 
countries concerned form a compact geographic area which o f f e r s 
p r o x i m i t y between production and consumption centres. On t h i s 
b a s i s 9 i t can be considered of an o p timal s i z e * As E r l e n k o t t e r 
p o i n t s out, 
"Although the p o t e n t i a l advantages from 
i n t e g r a t i o n o f expansion and l o c a t i o n 
p o l i c i e s are s u b s t a n t i a l , marginal r e t u r n s 
d i m i n i s h r a p i d l y as the size o f the i n t e g r a t e d 
group i s enlarged." 15/ 
Moreover, i n a small grouping the process o f i n t e g r a t i o n 
could be reduced to a manageable task, by d i m i n i s h i n g the 
the p o s s i b i l i t y o f unequal economic s t r e n g t h . 
Secondly, i n t r a - t r a d e i n the sub-region i s r e l a t i v e l y 
developed, and i n t e g r a t i o n i s not l i k e l y to d i s r u p t trade 
w i t h the immediate neighbouring countries„ I t i s f e l t t h a t 
the neighbouring o i l - c o u n t r i e s w i l l support i n t e g r a t i o n i n 
15/ Donald E r l e n k o t t e r , "Economic I n t e g r a t i o n and Dynamic 
l o c a t i o n Planning", Swedish Journal o f Economics, Volo 74, 
No. 1, 1972, p. 8 0 
- 454 -
the sub-region, e s p e c i a l l y i f i t provides a scope f o r 
i n v e s t i n g a part o f t h e i r c a p i t a l s u r p l u s e s 0 
T h i r d l y , these countries have gone some way i n t h e i r 
i n d u s t r i a l i s a t i o n processes, and are now at v i r t u a l l y s i m i l a r 
l e v e l s o f i n d u s t r i a l development 8 This would f a c i l i t a t e 
g r e a t l y the s o l u t i o n o f the problem o f d i s t r i b u t i o n of 
i n d u s t r i e s , and provide a basis f o r balanced i n d u s t r i a l 
growth i n the future„ 
Fo u r t h l y , three o f the above countries (i»e0 S y r i a , 
Jordan and Iraq) are members o f the CAEU, and as such they 
have already committed themselves to the idea o f i n t e g r a t i o n . 
Lebanon, on the other hand, i s not a member o f the CAEU but 
has been t r a d i t i o n a l l y i n favour o f the formation o f a r e g i o n a l 
common market. On several occasions, i t submitted to the 
Arab Economic Council memoranda c a l l i n g f o r the r e a l i s a t i o n 
of a r e g i o n a l i n t e g r a t i o n scheme. I n p o i n t o f f a c t , the 
reluctance of Lebanon to j o i n ^ n e CAEU has been mainly due 
to s o c i o - p o l i t i c a l r a t h e r than economic reasons. Just before 
the outbreak o f h o s t i l i t i e s i n 1975 i t was i n the process o f 
n e g o t i a t i n g an agreement w i t h the CAEU according to which i t 
would enjoy the same r i g h t s and p r i v i l e g e s as the member-
coun t r i e s a I n c i d e n t a l l y , the CAEU decided i n June 1975 
(Resolution No. 701) to i n v i t e the Arab non-members to attend 
i t s sessions and committee meetings as observers, i f they 
so d e s i r e d 0 
- 455 -
F i f t h l y , due to geographic and h i s t o r i c a l reasons, 
the c o u n t r i e s o f the sub-region under c o n s i d e r a t i o n enjoy 
a large degree o f s o c i a l integration.. This could be a 
c o n t r i b u t i n g f a c t o r i n the promotion o f economic integ r a t i o n , . 
What needs to be stressed, however, i s t h a t i r r e s p e c t i v e 
o f the number of coun t r i e s covered, the success o f the imple-
mentation o f the proposed s t r a t e g y w i l l have a d i r e c t i n f l u e n c e 
on the f u t u r e o f economic i n t e g r a t i o n i n the Arab region as 
a wholeo I t i s important t h e r e f o r e to examine i n the remaining 
p a r t o f t h i s chapter the e s s e n t i a l c o n d i t i o n s f o r this,. 
Requisites f o r Successful I n t e g r a t i o n 
The proposed s t r a t e g y needs to be implemented w i t h i n 
an i n s t i t u t i o n a l framework,, This means t h a t the decision 
to i n v e s t and the choice of i n d u s t r i e s i n which investment 
i s to be made have to be taken away, to some e x t e n t , from 
the markets Being an inter-governmental body, GAEU provides 
an appropriate framework w i t h i n which the p a r t i c i p a n t s can 
negotiate agreements and a l l o c a t e i n d u s t r i e s , and accordingly 
seek the p r o t e c t i o n o f t h e i r n a t i o n a l i n t e r e s t s . As pointed 
e a r l i e r 5 . the CAEU i s a decision-making body, and t h i s d i s -
t i n g u i s h e s i t from the Arab Economic Council„ I t i s envisaged 
t h a t the implementation o f the s t r a t e g y could be undertaken 
by the General S e c r e t a r i a t o f the CAEU, through d r a f t i n g an 
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agreement c o n t a i n i n g a "package deal" and then persuading the 
governments o f the Arab countries to sign it„ Since the 
agreement cannot p o s s i b l y foresee and s e t t l e a l l p oints which 
may give r i s e to c o n f l i c t , i t would be extremely u s e f u l t o 
have an o f f s h o o t o f OAEU comprising the heads o f the n a t i o n a l 
planning bodies i n the Arab countries„ This body w i l l examine 
p r o j e c t s and decide which o f them are promising enough to 
j u s t i f y d e t a i l e d p r e - f e a s i b i l i t y study 0 
The d r a f t i n g o f the i n d u s t r i a l package agreement would 
have to come a f t e r a " g e s t a t i o n period" d u r i n g which f e a s i b i l i t y 
and techno-economic studies are made f o r the candidate industries» 
These studies could be made through a j o i n t e f f o r t between GAEU, 
3DCAS, and AFESD, thus h e l p i n g t o weld together some part o f 
the Arab i n s t i t u t i o n a l set-up i n an o p e r a t i o n a l framework,, 
A l t e r n a t i v e l y , an Arab investment a p p r a i s a l fund could be 
created to prepare the necessary s t u d i e s o Several g u i d e l i n e s 
can be suggested f o r the d r a f t i n g of the agreement, i n order 
to have i t accepted by the p a r t i c i p a n t s w i t h minimum p o l i t i c a l 
e f f o r t o These can be summarised i n the f o l l o w i n g p o i n t s . 
F i r s t , t o provide f l e x i b i l i t y i n the n e g o t i a t i o n o f 
the agreement, i t would be advisable to prepare f e a s i b i l i t y 
studies f o r a number o f footloose i n d u s t r i e s , i n excess o f 
what i s needed f o r the package d e a l c These i n d u s t r i e s could 
be used to assemble a l t e r n a t i v e packages from which the 
p a r t i c i p a n t s can choose one 0 I n every case, the o v e r r i d i n g 
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concern should be t o minimise f o r each country the t o t a l cost 
of the products involved i n the package« Given the projecte d 
demands f o r the products i n the p a r t i c i p a t i n g c o u n t r i e s , the 
task, t h e r e f o r e , would be to adjust f u t u r e supplies at the 
lowest possible cost without d i s r u p t i n g the r e c i p r o c i t y i n 
b e n e f i t s among the p a r t i c i p a n t s . However, the "optimal" package 
i s t h a t which meets the approval of a l l p a r t i c i p a n t s . 
Second, i t w i l l be u s e f u l i n order not to l e t the 
p a r t i c i p a n t s pre-empt p o s s i b i l i t i e s f o r i n t e g r a t i o n i n d u s t r i e s , 
to work out a l i s t o f such i n d u s t r i e s (mainly i n the c a p i t a l 
and intermediate categories) the establishment o f which needs 
p r i o r j o i n t c o n s u l t a t i o n s e This has been applied i n the Andean 
Group where some i n d u s t r i a l sectors have been reserved f o r 
r e g i o n a l programming,, I t could be d e s i r a b l e , i n order not to 
r e s t r i c t unnecessarily the scope f o r n a t i o n a l i n i t i a t i v e i n 
i n d u s t r i a l i s a t i o n , to s p e c i f y t h a t any i n d u s t r y planned o r 
expanded by any one o f the countries concerned should become 
subject to j o i n t c o n s u l t a t i o n s i f i t s output s a t i s f i e s f o r 
example at l e a s t 50 per cent o r more o f the r e g i o n a l market e 
T h i r d , the products o f the i n d u s t r i e s concerned should 
be allowed f r e e access to the markets o f a l l the p a r t i c i p a n t s , 
as o f the date the agreement comes i n t o f o r c e 0 This would 
provide an i n c e n t i v e f o r the p a r t i c i p a n t s to s t a r t the es t a -
blishment o f the i n d u s t r i e s a l l o c a t e d to them. The removal o f 
t a r i f f s should not be a problem i f the i n d u s t r i e s are new* 
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Only i n s p e c i a l circumstances, a gradual removal o f t a r i f f s 
could be allowed over a s p e c i f i e d period (2 to 3 years) to 
ease the impact a r i s i n g from the lo s s o f customs d u t i e s 8 
This could be f o r example the case o f Jordan whose p u b l i c 
finance i s h e a v i l y dependent on customs d u t i e s , and thus i t 
has been r e t i c e n t about trade l i b e r a l i s a t i o n w i t h i n the frame-
work of the Arab Common Marketo 
Fourth, the i n t e g r a t i o n i n d u s t r i e s have the r i g h t t o 
be considered " i n f a n t i n d u s t r i e s " e l i g i b l e f o r p r o t e c t i o n 
through a common e x t e r n a l t a r i f f a pplied by the participants„ 
There i s a general presumption t h a t a p a r t i a l withdrawal from 
the outside world i s a pr e c o n d i t i o n f o r economic development, 
but the cost at which t h i s i s a t t a i n e d should be kept to a 
minimum,, One way o f handling t h i s problem would be by making 
a d i s t i n c t i o n between competitive and non-competitive imports, 
w i t h a view to have i n the package deal as many i n d u s t r i e s as 
possible s u b s t i t u t i n g non-competitive i m p o r t s 0 Such i n d u s t r i e s 
would require a lower degree of p r o t e c t i o n , w i t h the p o s s i b i l i t y 
of removing i t at l a t e r stages» This means i n the context o f 
the theory o f customs unions t h a t the selected i n d u s t r i e s ought 
to be l a r g e l y t r a d e - c r e a t i n g r a t h e r than t r a d e - d i v e r t i n g w i t h i n 
the i n t e g r a t i n g regiono I n po i n t o f f a c t , i n d u s t r i a l i n t e g r a t i o n 
must not be understood as a complete s u b s t i t u t e f o r the need to 
promote trade w i t h e x t r a - r e g i o n a l markets<> On the one hand, 
the combined markets o f the Arab co u n t r i e s may not be large 
enough to support e f f i c i e n t l y c e r t a i n i n d u s t r i e s (as i s the 
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case w i t h many petrochemicals), and t h i s requires e x t r a -
r e g i o n a l markets. On the other hand, the f o r e i g n exchange 
c o n s t r a i n t i s l i k e l y to remain a c r i t i c a l f a c t o r i n the 
growth process of the p a r t i c i p a n t s (excluding the o i l - c o u n t r i e s ) 
as they cannot supply among themselves a l l the machinery and 
c a p i t a l goods needed to expand t h e i r productive c a p a c i t i e s s 
I n any event, excessive p r o t e c t i o n i s m i s conducive to h i g h -
cost s t r u c t u r e and d i s c r i m i n a t e s against investment i n export 
i n d u s t r i e s o 
F i f t h , i n order to combat any monopolistic tendencies 
which are inherent i n the e x c l u s i v i t y given to the i n t e g r a t i o n 
i n d u s t r i e s to produce f o r the whole r e g i o n (or a c e r t a i n sub-
region) , i t i s important to specify i n the agreement t h a t the 
pri c e s of the products o f these i n d u s t r i e s must be set on 
the basis o f costs r a t h e r than w i t h reference to t a r i f f 
p r o t e c t i o n . E v i d e n t l y , the l e v e l o f p r i c e s w i l l be ins t r u m e n t a l 
i n determining the p a t t e r n i n which the b e n e f i t s and costs would 
enhance the v i a b i l i t y o f the i n t e g r a t i o n scheme, and t h i s 
i m p l i e s the need f o r p e r i o d i c n e g o t i a t i o n s among the p a r t i c i -
pants to ensure t h a t o v e r - p r i c i n g i s avoided„ I n a d d i t i o n , 
i t i s necessary t o include i n the agreement s p e c i f i c a t i o n s f o r 
the products concerned, possibly upon the advice of ASM0o 
S i x t h , i t might be more pragmatic not to s p e c i f y i n 
the agreement the way i n which the c a p i t a l of the i n t e g r a t i o n 
i n d u s t r i e s would be subscribed,, What i s important i s t h a t 
each country should r e t a i n a c e r t a i n p r o p o r t i o n of the c a p i t a l 
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f o r p r i v a t e i n i t i a t i v e , depending on the p r e v a i l i n g economic 
systems,, I n Egypt, S y r i a , and I r a q i n d u s t r i a l investments are 
mainly made by the p u b l i c sector, whereas i n Lebanon, and to 
a l e s s e r e x t e n t , i n Jordan the p r i v a t e sector i s dominanto 
I n the o i l - c o u n t r i e s , the p u b l i c sector i s a c t i v e i n i n d u s t r i a l 
investment owing to the f a c t t h a t o i l revenues accrue to the 
governments 0 I t would be desirable i f , on a mutual b a s i s , 
e q u i t y p a r t i c i p a t i o n by the c o n t r a c t i n g governments i s allowed, 
This w i l l not o n l y compensate p a r t l y the governments concerned 
f o r foregoing the r i g h t to e s t a b l i s h the i n d u s t r i e s a l l o c a t e d 
to the o t h e r s , but also w i l l give them access to share i n the 
b e n e f i t s accruing to these i n d u s t r i e s and take part i n managing 
t h e n u ^ 
Seventh, the agreement should set a time l i m i t f o r 
the establishment o f the i n t e g r a t i o n i n d u s t r i e s 0 As an 
i n t e g r a t i o n bank, AFESD can play a v i t a l r o l e i n inducing the 
e s t a b l i s h i n g o f i n d u s t r i e s through g i v i n g preference to t h e i r 
f i n a n c i n g . This i s i n a d d i t i o n to the possible r o l e of AFESD 
w i t h the CAEU i n i d e n t i f y i n g i n t e g r a t i o n i n d u s t r i e s and drawing 
f e a s i b i l i t y studies f o r them 0 I t might be necessary to create 
j o i n t machinery to implement the p r o j e c t s i n v o l v e d , considering 
the diverse s k i l l s and expertise needed f o r large-scale i n d u s t r i e s 
This machinery could take the form o f a j o i n t c o n t r a c t i n g company 
w i t h p a r t i c i p a t i o n from one or more i n t e r n a t i o n a l c o n t r a c t i n g 
companies i n order to b e n e f i t from t h e i r experience 0 I t i s 
16/ This proposal i s i n s p i r e d by the idea o f forming r e g i o n a l 
companies as a means f o r economic i n t e g r a t i o n suggested i n 
I o l V L D o L i t t l e , "Regional I n t e r n a t i o n a l Companies As An 
Approach t o Economic I n t e g r a t i o n " , Journal o f Common Market 
Studies, Volo 5, No<= 2, 1966, pp. 181-186. 
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possible to set up t h i s j o i n t company e i t h e r on an ad hoc 
b a s i s j u s t to implement the p r o j e c t s involved i n the package 
d e a l , or on a permanent basis to implement f u t u r e i n t e g r a t i o n 
projectSo 
There are c e r t a i n exogenous f a c t o r s which can be o f 
c r u c i a l importance i n determining the success o f the above 
scheme© Foremost among these f a c t o r s i s the presence o f a 
developed i n f r a s t r u c t u r e w i t h i n the region. I n t h i s respect, 
i t ought to be no t i c e d t h a t there i s a lack of an i n t e g r a t e d 
surface t r a n s p o r t system, and t h i s makes overland t r a n s p o r t 
c o s t l y . According to a recent ECWA study, 
"Present overland t r a n s p o r t networks do 
not o f f e r enough capacity to t r a f f i c on 
many rou t e s , nor adequate l e v e l s of 
s e r v i c e a b i l i t y on ot h e r s . Important gaps 
on i n t e r n a t i o n a l l i n k s are s t i l l to be 
f i l l e d before convenient connections can 
be e f f e c t e d . Some highway and r a i l w a y 
alignments are s t i l l i n c o n s i s t e n t w i t h the 
present p a t t e r n of p o l i t i c a l boundaries or 
w i t h t h a t of p o p u l a t i o n settlements and 
economic a c t i v i t y centres. The l a t t e r , i n . 
p a r t i c u l a r , have undergone so many r a d i c a l 
changes over the l a s t two decades t h a t 
i n t e r n a t i o n a l t r a n s p o r t has to use e x i s t i n g 
i n a p p r o p r i a t e routes o r lengthy detours, thus 
i n c u r r i n g e x t r a cost o r expensive t r a n s -
shipments." 17/ 
I t i s important f o r the countries o f the region to harmonise 
t h e i r programmes f o r developing the road networks and improve 
c o n t a i n a r i s a t i o n . 
17/ ECWA, Development o f an In t e g r a t e d Transport System f o r 
Western Asia, Masterplan Study, Part I ( I r a q , Jordan, 
Lebanon, and S y r i a ) , B e i r u t , p. 1. 
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There i s also d e f i c i e n c y i n the human i n f r a s t r u c t u r e 0 
The Arab c o u n t r i e s as a whole need to develop t h e i r i n s t i t u t i o n a l 
c a p a b i l i t y f o r developing and t r a i n i n g t e c h n i c a l manpower*, 
This poses a d i f f i c u l t problem i n view of the reluctance on 
the part o f some Arab countries (notably Syria and Iraq) to 
i n v i t e f o r e i g n s k i l l s on a. large scale to c o n t r i b u t e to t h e i r 
development„ What has been w r i t t e n on t h i s issue almost two 
decades ago seems to remain v a l i d s 
" c o o there w i l l remain a very important 
b o t t l e n e c k , namely the supply of h i g h - t a l e n t 
manpowero Arab n a t i o n a l i s m not being t e r r i -
t o r i a l l i k e most other n a t i o n a l i s m s , but 
r a t h e r l i n g u i s t i c and somewhat t h e o c r a t i c , 
i s incapable of l i b e r a l l y absorbing and 
n a t u r a l i s i n g f o r e i g n t a l e n t and technique. 
Economic development i n the region w i l l have 
to depend on the c u l t i v a t i o n o f Arab manpower 
and on the n a t u r a l i z a t i o n i n the Arab world 
of science and research developed elsewhere „ 
C u l t i v a t i o n o f t a l e n t , as we w e l l know, i s 
much longer and much more c o s t l y process than 
the b u i l d i n g o f f a c t o r i e s , and may c o n s t i t u t e 
a r e a l problem f o r the f u t u r e development of 
Arab economies<>" 18/ 
However, a growing number of p r o f e s s i o n a l l y q u a l i f i e d Arabs 
are working now i n various parts o f the i n d u s t r i a l i s e d world, 
and i t i s worthwhile f o r the Arab countries to provide proper 
i n c e n t i v e s f o r a t t r a c t i n g them backo No doubt the a c c e l e r a t i o n 
o f the i n d u s t r i a l i s a t i o n process would i n i t s e l f provide a 
major i n c e n t i v e , e s p e c i a l l y i f the t r a i n i n g o f manpower i s 
r e l a t e d back to the educational system.. 
18/ A l b e r t Badre, "Arab Economic Developments Between Native 
Sentiments and Foreign I d e o l o g i e s " , Middle East Forum, 
March' 1959, B e i r u t , p» 35. 
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I t i s r e l e v a n t to mention here t h a t due t o the f a c t 
t h a t the technology and i t s products are p h y s i c a l l y separate, 
i t has been possible f o r the Arab countries (as w e l l as most 
developing c o u n t r i e s ) to f o l l o w a p o l i c y o f i n d u s t r i a l i s a t i o n 
based mainly on the i n s t a l l a t i o n o f imported machinery and 
turn-key f a c t o r i e s ( i . e . technology-free t r a n s f e r o f c a p i t a l 
goods) , w i t h only a few successful attempts to t r a n s f e r the 
associated technology — mainly i n management and maintenance. 
I n other words, the Arab countries have been focussing mainly 
on the i m p o r t a t i o n o f " t e c h n o l o g i c a l products" i n the form o f 
manufacturing f a c i l i t i e s . This has not only broadened the 
extent of t h e i r " t e c h n o l o g i c a l dependence", but also increased 
t h e i r costs to the extent t h a t they had to import the s k i l l s 
needed to operate the f a c t o r i e s . Hence, we can now f i n d 
countries i n the Arab region which claim to have some o f the 
most modern and t e c h n o l o g i c a l l y advanced i n d u s t r i e s (mainly i n 
the f i e l d o f petrochemicals), yet at the same time are not 
a c q u i r i n g the t e c h n o l o g i c a l c a p a b i l i t y to manufacture even 
the simplest type o f machinery. 
Obviously, the package i n d u s t r i e s w i l l r e q u i r e sub-
s t a n t i a l and high l e v e l technology to be developed w i t h them, 
i n c l u d i n g the c a p a b i l i t y i n p l a n t design and c o n s t r u c t i o n , 
product design, market research and applied R & D . The u l t i m a t e 
aim of the Arab co u n t r i e s should be t o develop an indigenous 
t e c h n o l o g i c a l base which would provide them w i t h the knowledge 
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and s k i l l s associated w i t h conceiving, designing, manufacturing, 
managing, and maintaining any product or a c t i v i t y . , By achieving 
t h i s aim they would be able t o optimise the use of t h e i r own 
human and n a t u r a l resources, and devise the production techniques 
which are r e l e v a n t to t h e i r development s t r a t e g i e s and c u l t u r a l 
environmento I t i s being envisaged now tha t i f the Arab 
co u n t r i e s are to b u i l d up t h e i r t e c h n o l o g i c a l i n f r a s t r u c t u r e 
they have t o invest i n research and development something i n 
the order of 1 t o 2 per cent o f t h e i r t o t a l annual GNP„ This 
ought to be considered as an extension o f t h e i r investments 
i n f i x e d c a p i t a l . I t i s very important to ensure the proper 
management o f research, not only to determine i t s o p t i m a l 
volume and scope but also t o b r i n g i t i n l i n e w i t h the longer-
term planning and the i n t e g r a t i o n needs of the region as a 
wholeo I n c i d e n t a l l y , the idea o f c r e a t i n g an Arab Centre f o r 
the Transfer and Development o f Technology i s now being studied 
by E G W A o Also the KFAED i s envisaging the establishment o f 
19/ 
an Arab Fund f o r S c i e n t i f i c and Technological Development s—^ 
I t can be discerned from the f i r s t chapter t h a t the 
process of economic i n t e g r a t i o n i s ne c e s s a r i l y a s e l f - s u s t a i n i n g 
oneo Once i t gathers momentum, there w i l l be pressures to 
broaden i t s scope to include other areas and t o elevate i t t o 
higher l e v e l s o f i n t e g r a t i o n , otherwise i t w i l l s l i p backward 
to d i s i n t e g r a t i o n , , I n f a c t , no Arab country has ever made a 
1 9 / See A b d l a t i f Y. Al-Hamad, Towards E s t a b l i s h i n g An Arab Fund 
f o r S c i e n t i f i c and Technological Development, KFAED, Kuwait, 
February 1 9 7 8 . 
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f r o n t a l a t t a c k on economic i n t e g r a t i o n , and the c r i t i c i s m 
has been mainly on the way t h i s i n t e g r a t i o n i s being approached„ 
I t can be assumed? t h e r e f o r e 9 t h a t the success o f the i n d u s t r i a l 
package scheme would induce f u r t h e r i n t e g r a t i o n among the 
participants» 
While the package deal could be applied w i t h v i r t u a l l y 
no harmonisation i n economic p o l i c i e s , the next phase i n the 
i n t e g r a t i o n process would r e q u i r e such harmonisation* Accordingly, 
the p a r t i c i p a n t s should simultaneously s t a r t considering t h i s , 
w i t h a view to achieving a g r e a t e r degree of u n i f o r m i t y i n tax 
and other i n c e n t i v e s f o r i n d u s t r i a l development. Since the 
enlarged market i n the Arab r e g i o n i s l i k e l y t o a t t r a c t 
investments from the o u t s i d e ? i t i s also necessary f o r the 
p a r t i c i p a n t s to coordinate t h e i r f o r e i g n investment laws 0 
Considering t h a t economic a c t i v i t y i n the cou n t r i e s concerned, 
as i n other developing c o u n t r i e s , has a high p o l i t i c a l content, 
i t i s c e r t a i n t h a t f u r t h e r i n t e g r a t i o n would e n t a i l a more 
e x p l i c i t p o l i t i c a l agreement* 
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CHAPTER TEN 
SUMMARY AND CONCLUSION 
The post World War I I period has been marked by a 
growing awareness o f the need to r e g i o n a l i s e i n t e r n a t i o n a l 
trade and i n s t i t u t i o n a l i s e d i s c r i m i n a t o r y p o l i c i e s a Under 
the i n f l u e n c e o f the EEC, various r e g i o n a l groupings i n the 
developing world have been created» However, i t has become 
evident t h a t economic i n t e g r a t i o n i n the context of developing 
countries ought to be approached as a st r a t e g y f o r economic 
development, r a t h e r than simply a t a r i f f issue as i s b a s i c a l l y 
the case w i t h developed countries,, The dynamic e f f e c t s o f 
i n t e g r a t i o n are more r e l e v a n t than the s t a t i c e f f e c t s i n the 
ev a l u a t i o n o f i n t e g r a t i o n schemes among these c o u n t r i e s . The 
coo r d i n a t i o n of investment decisions w i t h i n an enlarged market 
would enable the i n t e g r a t i n g countries to take advantage of 
complementarity and scale, and hence reduce the cost o f t h e i r 
development. 
I t i s amply evident from past experiences o f various 
r e g i o n a l groupings t h a t not a l l member-countries i n an 
i n t e g r a t i o n scheme are w i l l i n g to accept the c o n d i t i o n s o f 
production and trade occuring through mere trade liberalisation„ 
This means instead a l t e r n a t i v e s must be found, such as the 
" a l l o c a t i v e " approach^ which would ensure f o r the less developed 
among the i n t e g r a t i n g c o u n t r i e s a f a i r and equitable share o f 
the o v e r a l l b e n e f i t s o f any scheme. 
~ 4.67 -
The case o f the Arab Middle East co u n t r i e s i s found 
uniquely i n s t r u c t i v e , and many o f the observations on them 
have equal a p p l i c a b i l i t y to most developing c o u n t r i e s 0 
Although these countries have developed as d i s t i n c t p o l i t i c a l 
and economic e n t i t i e s , several attempts have been made to 
promote t h e i r economic integration,. This has culminated i n 
the c r e a t i o n o f the Arab Common Market among f o u r countries„ 
But a l l these attempts met very l i m i t e d success, though the 
f a i l u r e s are not irreversible» Even apart from p o l i t i c a l 
d i f f e r e n c e s which are u s u a l l y c r u c i a l i n determining the scope 
and p a t t e r n o f Arab economic r e l a t i o n s , the l a c k o f success 
was mainly due to the emphasis on market i n t e g r a t i o n , r a t h e r 
than on co o r d i n a t i o n o f investment and production programmes„ 
However, a new phase o f economic development and 
i n t e g r a t i o n i s emerging i n the Arab region,. The o i l i n d u s t r y , 
though e x i s t i n g i n only some o f the Arab c o u n t r i e s , c a r r i e s 
w i t h i t the seeds o f change and r e g i o n a l i n t e g r a t i o n , . Despite 
the f a c t t h a t t h i s i n d u s t r y i s h i g h l y i n t e g r a t e d w i t h the 
i n d u s t r i a l i s e d c o u n t r i e s , i t i s p r o p e l l i n g growth i n the Arab 
region as a whole and generating ample f i n a n c i a l resources 
to accelerate the pace and c o r r e c t the d i r e c t i o n of economic 
developmento Moreover, the r e g i o n a l a v a i l a b i l i t y o f c a p i t a l 
i s i n f l u e n c i n g the process o f economic i n t e g r a t i o n , through 
the c r e a t i o n o f a number of u n i l a t e r a l and m u l t i l a t e r a l 
i n s t i t u t i o n s to finance development projects„ These i n s t i t u t i o n s 
can play a c a t a l y t i c r o l e i n the process o f economic i n t e g r a t i o n 
by lending at concessional terms to r e g i o n a l p r o j e c t s or 
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n a t i o n a l p r o j e c t s having r e g i o n a l importance. I t i s envisaged 
t h a t the f i n a n c i a l flows caused by these i n s t i t u t i o n s would 
tend to be more appealing to the countries concerned as a 
means o f i n t e g r a t i o n than the mere removal o f d i s c r i m i n a t o r y 
measures or the c o o r d i n a t i o n o f e x i s t i n g economic policies,, 
Despite the f a c t t h a t the f i n a n c i a l flows which have 
taken place helped promote r e g i o n a l cooperation and i n t e g r a t i o n , 
and a s s i sted i n r e - o r i e n t i n g i t from mere trade l i b e r a l i s a t i o n 
to investment c o o r d i n a t i o n , i t has not been l i n k e d to any 
i n t e g r a t i v e vision,, As such they lacked a sense of d i r e c t i o n , 
and t h e i r cumulative e f f e c t on the o v e r a l l process o f i n t e g r a t i o n 
has been l i m i t e d 0 However, t h i s must not conceal the f a c t 
t h a t these flows made a major breakthrough i n r e g i o n a l e f f o r t s 
and now o f f e r a r e a l o p p o r t u n i t y to pursue development on a 
r e g i o n a l l y = i n t e g r a t e d b a s i s . 
The i n d u s t r i a l sector i n the Arab countries seems to be 
a f e r t i l e t e r r a i n f o r i n t e g r a t i o n , , I t i s r a p i d l y becoming 
apparent t h a t the emerging patterns of i n d u s t r i a l growth are 
not i n the long-term i n t e r e s t s o f the Arab countries„ The 
o i l - p r o d u c i n g countries are excessively d u p l i c a t i n g t h e i r 
i n d u s t r i a l investments., Although t h i s i s understandable on 
the basis o f the s i m i l a r i t y i n resource endowment, i t i s apt t o 
increase g r e a t l y the danger of competition between these 
countries i n export markets, whether w i t h i n the region or 
outside i t . I n the n o n - o i l c o u n t r i e s , i n d u s t r i a l development 
i s t a k i n g place l a r g e l y w i t h i n n a t i o n a l compartments, and t h i s 
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i s not only leading to s i m i l a r i n d u s t r i a l growth p a t t e r n s 
but also l i m i t i n g the scope f o r i n d u s t r i a l development 
and preventing the adoption of modern technologies which 
r e l y on scale economies. 
I t i s amply evident t h a t the Arab countries as a whole 
w i l l e v e n t u a l l y evolve i n t o an operative form of c o l l e c t i v e 
s e l f - r e l i a n c e i n view of the complementarity i n t h e i r 
resources and markets, and i t i s i n t h e i r i n t e r e s t to 
i n t e g r a t e t h e i r i n d u s t r i a l development as a basis f o r wider 
i n t e g r a t i v e e f f o r t s . This i s supported by the f a c t t h a t 
i n d u s t r i a l i s a t i o n l i e s a t the core o f economic development 
i n a l l Arab c o u n t r i e s . Through i n d u s t r i a l i n t e g r a t i o n , i t 
w i l l be possible to provide a broader scope f o r a c c e l e r a t i n g 
i n d u s t r i a l i s a t i o n through the extension o f the geographical 
and product coverage o f i m p o r t - s u b s t i t u t i o n , e s p e c i a l l y 
w i t h respect to i n d u s t r i e s characterised by scale economies 0 
I n a d d i t i o n , i t should be possible to avoid c u t - t h r o a t 
c o mpetition among o i l - c o u n t r i e s i n export markets,, 
I t i s observed t h a t i n d u s t r i a l i s a t i o n i n the Arab 
c o u n t r i e s i s inconsistence with the general trend towards scale 
economies which ch a r a c t e r i s e modern technologies t h a t are 
e s s e n t i a l l y developed f o r i n d u s t r i a l settings,. I n an attempt 
to explore some of the p o s s i b i l i t i e s f o r i n d u s t r i a l i n t e g r a t i o n 
among the Arab c o u n t r i e s , i t was found t h a t n . e o S o cannot be 
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a t t a i n e d w i t h respect to a large number of intermediate 
and c a p i t a l i n d u s t r i e s , due to both the smallness o f the 
domestic market and the l i m i t e d i n t e r n a t i o n a l competitiveness 
of these I n d u s t r i e S o This provides ample evidence o f the 
importance of i n t e g r a t i o n as a means not only f o r broadening 
the scope f o r i n d u s t r i a l i s a t i o n but also a t t a i n i n g i t s 
o b j e c t i v e s more e f f i c i e n t l y . I n t h i s respect? i t can be 
n o t i c e d t h a t the Arab o i l countries are t r y i n g to introduce 
a c e r t a i n degree o f processing o f the raw m a t e r i a l s which 
they export so as t o d i v e r t some of the value-added and 
employment b e n e f i t s t o themselves* At the same time , the 
Arab a g r i c u l t u r a l c o u n t r i e s are t r y i n g to adapt the process 
of economic development and growth to t h e i r human and 
n a t u r a l resource endowment i n order to reduce the leakage 
of purchasing power ( i n f o r e i g n exchange) t o the outside-
world i n the form o f i n d u s t r i a l imports„ 
I n the context o f the f a c t o r supplies a v a i l a b l e i n the 
Arab countries two broad categories o f i n d u s t r i e s can be 
i d e n t i f i e d f o r i n t e g r a t i o n purposes,, One includes the 
energy- and c a p i t a l - i n t e n s i v e i n d u s t r i e s which could be 
e s t a b l i s h e d i n the o i l producing c o u n t r i e s 0 These i n d u s t r i e s 
represent a major phase o f i n d u s t r i a l development i n which 
growth could emerge i n several d i r e c t i o n s , and t h e i r develop-
ment ought to be on a broad f r o n t i n view o f the linkages 
between them„ I t i s not inconceivable t o expect the emergence 
of a r e g i o n a l market f o r petrochemicals, s i m i l a r to the one 
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which was r e a l i s e d f o r i r o n and s t e e l i n Europe before 
the formation o f the EECe The other category o f i n d u s t r i e s 
comprises those which are characterised by a f a i r l y heavy 
c a p i t a l investment and the need f o r s o p h i s t i c a t e d manpower 
s k i l l s o These i n d u s t r i e s could use more labour and less 
c a p i t a l per u n i t o f output than the c a p i t a l - i n t e n s i v e 
v a r i a n t s 9 and they could be established i n the a g r i c u l t u r a l 
Arab countries which are labour abundant e 
The assessment of the p o s s i b i l i t i e s and d e s i r a b i l i t y 
o f Arab i n t e g r a t i o n i n c e r t a i n i n d u s t r i e s belonging to 
the above two categories can be made by r e l a t i n g the m.e 0s 9 
o f i n d i v i d u a l i n d u s t r i e s to the n a t i o n a l and p o t e n t i a l l y 
i n t e g r a t e d Arab markets, and then g i v i n g the penalty cost 
involved i n comparison w i t h overseas production when 
producing on a n a t i o n a l basis. A p a r t i a l use o f t h i s 
methodology was made to examine s p e c i f i c i n d u s t r i e s i n a 
number o f i n d u s t r i a l s e c tors, whose economic v i a b i l i t y can 
be enhanced by the p o o l i n g of scarce resources, s k i l l s and 
marketso These sectors ares (1) r e f i n i n g and petrochemical 
i n d u s t r i e s ; (2) m e t a l l u r g i c a l i n d u s t r i e s ; (3) c a p i t a l goods 
i n d u s t r i e s ; and, (4) food and a g r o - a l l i e d industries„ 
I t i s observed t h a t high operating costs, due t o the 
smallness of the market on the basis o f which the above 
i n d u s t r i e s would have to operate at l e a s t i n the s h o r t e r -
r u n , coupled w i t h h i g h c a p i t a l costs o f c o n s t r u c t i o n , 
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reduce considerably the advantage o f having cheap raw 
ma t e r i a l s or labour. To i l l u s t r a t e t h i s , the case of 
i n t e g r a t i o n i n the Arab f e r t i l i z e r i n d u s t r y was examined 
as a methodological study. I t emerged from t h i s study 
t h a t i n t e g r a t i o n i s deemed desirable not only as a means 
of avoiding unnecessary d u p l i c a t i o n i n production c a p a c i t i e s , 
but also f o r enhancing bargaining power and e s t a b l i s h i n g a 
r e g i o n a l base f o r marketing. 
Considering t h a t i t might be c o s t l y , i n both p o l i t i c a l 
and economic terms, t o i n t e g r a t e e x i s t i n g i n d u s t r i e s , i t i s 
thought t h a t i t would be more desirable to focus on new 
i n d u s t r i e s which would provide the momentum f o r f u r t h e r 
i n t e g r a t i o n . I t i s thought t h a t the approach t o the 
i n t e g r a t i o n of new i n d u s t r i e s must be simple and focus 
on a few i n d u s t r i e s as a s t a r t , i n order to f a c i l i t a t e the 
p r e d i c t i o n o f the i m p l i c a t i o n s o f i n t e g r a t i o n by the 
countries concerned. 
For t h a t purpose, the "package deal" approach i s 
suggested. I t i s believed t h a t t h i s approach could be 
economically v i a b l e and p o l i t i c a l l y acceptable t o the 
i n t e g r a t i n g c o u n t r i e s , and can o f f e r a p r a c t i c a l i n i t i a l 
path to broader i n t e g r a t i v e e f f o r t s . The c r e d i b i l i t y o f 
t h i s approach i s enhanced by the f a c t t h a t i t a l l o c a t e s 
simultaneously to the i n t e g r a t i n g c o u n t r i e s the i n d u s t r i e s 
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i d e n t i f i e d as " i n t e g r a t i o n i n d u s t r i e s " , thus guaranteeing 
from the beginning t o a l l countries what may be an 
acceptable share o f the net b e n e f i t s of i n t e g r a t i o n o 
I t i s thought t h a t t h i s approach could in f l u e n c e the 
a l l o c a t i o n of i n d u s t r i e s i n both an e f f i c i e n t l y and a 
p o l i t i c a l l y acceptable manner, and remedies many o f the 
i l l s experienced i n various r e g i o n a l groupings. 
Using t h i s approach, an attempt was made i n the 
f i n a l Chapter to frame a str a t e g y f o r an i n t e g r a t e d 
i n d u s t r i a l development. This s t r a t e g y e s t a b l i s h e s the 
c r i t e r i a f o r i d e n t i f y i n g the candidate i n d u s t r i e s f o r 
i n t e g r a t i o n , and i d e n t i f i e s the c r i t e r i a by which these 
i n d u s t r i e s could be a l l o c a t e d to the p a r t i c i p a t i n g 
c o u n t r i e s . 
Undoubtedly, i n t e g r a t i o n w i l l always be guided 
by p o l i t i c a l and economic f a c t o r s . The Arab countries 
have developed as a d i s t i n c t p o l i t i c a l and economic 
e n t i t i e s , and ac c o r d i n g l y they have tended to put t h e i r 
own, immediate, short-term i n t e r e s t s before those o f 
the region which are o f a long-term nature. But the 
b e n e f i t s o f i n t e g r a t i o n among them would be considerable 
and open up new avenues f o r development. I t i s presumed 
t h a t the proposed s t r a t e g y f o r i n d u s t r i a l i n t e g r a t i o n can 
be implemented w i t h minimum p o l i t i c a l e f f o r t , but i t i s 
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c e r t a i n t h a t f u r t h e r i n t e g r a t i o n w i l l r e q u i r e more p o l i t i c a l 
supporto One hopes t h a t the Arab countries are approaching 
p o l i t i c a l m a t u r i t y , and t h a t t h e i r post-independence 
economic experience would provide a guide f o r t h e i r f u t u r e 
endeavours. 
A P P E N D I C E S 
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APPENDIX "A" 
THE ARAB ECONOMIC UNITY AGREEMENT 
The Governments o f i the Hashemite Kingdom of Jordan; 
the Tunisian Republic; the Republic o f Sudan; the Republic 
of I r a q ; the Kingdom o f Saudi Arabia; the Syrian Arab 
Republic, the United Arab Republic; the Lebanese Republic; 
the United Kingdom o f Libya; the Yemenite Kingdom; the 
Kingdom o f Morocco; and the State o f Kuwait, 
I n pursuance o f t h e i r desire to organise and c o n s o l i -
date economic r e l a t i o n s among the Arab League States on 
p r i n c i p l e s conforming w i t h the n a t u r a l and h i s t o r i c a l t i e s 
among them, and w i t h a view to c r e a t i n g the best c o n d i t i o n s 
f o r the advancement of t h e i r economies, f o r promoting t h e i r 
wealths and ensuring the welfare o f t h e i r peoples, have agreed 
on s e t t i n g up a complete u n i t y among themselves to be 
achieved g r a d u a l l y w i t h the speed commensurate w i t h e f f e c t i n g 
t h e i r t r a n s f e r from the present to the desired s i t u a t i o n 
without deteriment to t h e i r v i t a l i n t e r e s t s , i n accordance 
w i t h the f o l l o w i n g s t i p u l a t i o n s s 
Chapter I 
Objectives and Methods 
A r t i c l e I 
A complete economic u n i t y s h a l l be esta b l i s h e d among 
the Arab League States« The member st a t e s and t h e i r n a t i o n a l s 
are guaranteed the f o l l o w i n g on equal f o o t i n g s 
1, Freedom o f movement o f persons and c a p i t a l ; 
2 e Freedom o f exchange o f domestic and f o r e i g n goods and products; 
3. Freedom o f t r a n s p o r t and t r a n s i t , and o f using 
means o f t r a n s p o r t , p o rts and c i v i l a i r p o r t s ; 
4<> Freedom o f residence, work, employment and 
exercise o f economic a c t i v i t i e s ; and, 
5« Rights o f ownership, o f making one's w i l l and o f 
i n h e r i t a n c e . 
A r t i c l e 2 
To r e a l i s e the u n i t y mentioned i n A r t i c l e ( 1 ) , the 
co n t r a c t i n g s t a t e s s h a l l work f o r accomplishing the f o l l o w i n g ? 
l o The Arab States should be made one customs zone 
subject t o a s i n g l e a d m i n i s t r a t i o n s Customs' t a r i f f s , 
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l e g i s l a t i o n s and r e g u l a t i o n s applied i n these 
states should be standardisedo 
2. The Arab States should work f o r s t a n d a r d i s i n g 
r e g u l a t i o n s t h e r e o f B 
3«, Concluding c o l l e c t i v e trade agreements and payments 
agreements w i t h t h i r d countries» 
4« Standardising t r a n s p o r t and t r a n s i t systems,, 
5© Coordinating p o l i c i e s r e l a t e d to a g r i c u l t u r e , 
i n d u s t r y , and i n t e r n a l t r a d e 0 Economic l e g i s l a t i o n s should be standardised i n a manner ensuring equal 
terms to a l l n a t i o n a l s o f the c o n t r a c t i n g countries 
w i t h respect to work i n a g r i c u l t u r e , i n d u s t r y , and 
other profess ions a 
6 . (a) Coordinating l e g i s l a t i o n concerning governmnet 
and municipal taxes and d u t i e s and a l l other taxes 
p e r t a i n i n g to a g r i c u l t u r e , i n d u s t r y , t r a d e , r e a l 
e s t a t e , and c a p i t a l investments i n a manner ensuring 
equal opportunities,, 
(b) Avoiding double t a x a t i o n and d u t i e s l e v i e d on 
the n a t i o n a l s o f the c o n t r a c t i n g parties,, 
7 o Coordinating labour and s o c i a l insurance l e g i s l a t i o n , , 
8 6 The c o o r d i n a t i o n o f monetary and f i s c a l p o l i c i e s 
and a l l r e g u l a t i o n s thereof the c o n t r a c t i n g countries 
should be undertaken as a p r e r e q u i s i t e f o r the 
s t a n d a r d i s a t i o n o f the currency„ 
9 o Standardising the methods o f the c l a s s i f i c a t i o n o f 
s t a t i s t i c s . 
10o A l l necessary measures should be taken t o ensure 
the attainment o f the goals s p e c i f i e d i n A r t i c l e s (1) 
and (2) o f the Agreement* 
I t i s , however, possible to circumvent the p r i n c i p l e 
of s t a n d a r d i s a t i o n i n respect of c e r t a i n circumstances and 
c e r t a i n countries subject to the approval o f the Council o f 
Arab Economic Uni t y * 
Chapter I I 
Organisation 
A r t i c l e 3 
An o r g a n i s a t i o n bearing the name of the Council o f 
Arab Economic Unity s h a l l be established® I t s f u n c t i o n s and 
terms o f reference are s p e c i f i e d i n accordance w i t h the 
pr o v i s i o n s o f t h i s Agreement* 
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A r t i c l e 4 
1 0 The Council s h a l l be composed of one or more f u l l member(s) 
from each o f the c o n t r a c t i n g p a r t i e s . 
2 0 Cairo s h a l l be the permanent headquarters o f the Council 
and the Council may convene i n any other place i t s h a l l 
s p e c i f y . 
3e The presidency o f the Council i s f o r one year and by r o t a t i o n 
among the c o n t r a c t i n g countries„ 
4» The Council takes i t s decisions by a t w o - t h i r d s m a j o r i t y 
and each st a t e has one v o t e . 
A r t i c l e 5 
l o The Council i s a s s i s t e d i n discharging i t s r e s p o n s i b i l i t i e s 
by economic and a d m i n i s t r a t i v e committees, both permanent 
and p r o v i s i o n a l whose fu n c t i o n s are o u t l i n e d by the Council. 
2. The f o l l o w i n g permanent committees s h a l l p r o v i s i o n a l l y be 
es t a b l i s h e d s 
(a) The Customs Committee, to consider the t e c h n i c a l 
and a d m i n i s t r a t i v e customs a f f a i r s . 
(b) The Monetary and F i n a n c i a l Committee, to undertake 
the handling of. a f f a i r s p e r t a i n i n g t o monetary 
and banking matters, taxes, d u t i e s and other 
f i n a n c i a l a f f a i r s * 
(c) The Economic Committee, to handle the a f f a i r s 
p e r t a i n i n g to a g r i c u l t u r e , i n d u s t r y , t r a d e , 
t r a n s p o r t , communications, labour and s o c i a l 
insurance, 
The Council may set up other committees when i t deems i t 
necessaryo 
3. Each o f the c o n t r a c t i n g countries s h a l l appoint i t s r e p r e -
sentatives on the above-mentioned permanent committees 0 
Each p a r t y s h a l l have one single v o t e . 
A r t i c l e 6 
1 0 A permanent Technical Advisory Bureau s h a l l be established i n the Council o f Arab Economic U n i t y , composed o f experts 
appointed by the Council, and s h a l l f u n c t i o n under i t s 
s u p e r v i s i o n . 
2. The Technical Bureau s h a l l undertake the study of the matters 
r e f e r r e d to i t by e i t h e r the Council or any o f i t s committees. 
The Bureau s h a l l submit studies and proposals ensuring harmony 
and c o o r d i n a t i o n i n matters w i t h i n the Council's j u r i s d i c t i o n . 
- 478 -
3. The Council s h a l l e s t a b l i s h a c e n t r a l o f f i c e f o r s t a t i s t i c s . 
The o f f i c e s h a l l c o l l e c t , analyse s t a t i s t i c s and when deemed 
necessary i t s h a l l p u b l i s h them. 
A r t i c l e 7 
1. The Council and i t s s u b s i d i a r i e s s h a l l c o n s t i t u t e one e n t i t y 
e n j oying f i n a n c i a l and a d m i n i s t r a t i v e autonomy, and h o l d i n g 
a s p e c i a l budget. 
2. The Council s h a l l d r a f t i t s own r e g u l a t i o n s and those f o r 
i t s a f f i l i a t e d bodies. 
A r t i c l e 8 
I n the course o f a period not exceeding one month 
from the date o f p u t t i n g t h i s Agreement i n t o f o r c e , the c o n t r a -
c t i n g c o u n t r i e s s h a l l nominate t h e i r r e p r e s e n t a t i v e s to the 
Council and i t s committees as s p e c i f i e d i n A r t i c l e (5) para-
graph (2) o f t h i s Agreement. The Council s h a l l exercise i t s 
f u n c t i o n s immediately a f t e r i t s f o r m a t i o n . The Council s h a l l 
then form i t s a f f i l i a t e d bodies. 
A r t i c l e 9 
The Council s h a l l e x e r c i s e , i n general, a l l the 
fun c t i o n s and powers s p e c i f i e d i n t h i s Agreement and i t s 
pr o t o c o l s or what i t s h a l l deem necessary f o r ensuring i t s 
implementation. P a r t i c u l a r l y the Council s h a l l undertake 
i n the f i e l d s o f : 
1. Adminis t r a t i o n 
(a) To work towards the implementation o f the p r o v i s i o n s 
of t h i s Agreement and i t s protocols and a l l the 
r e g u l a t i o n s anddecisions issued f o r the purpose o f 
the implementation o f the Agreement or i t s p r o t o c o l s . 
(b) To run the committees and the a f f i l i a t e d bodies. 
(c) To appoint Council s t a f f members and experts i n 
conformity w i t h the pr o v i s i o n s o f t h i s Agreement. 
2. Organisation and L e g i s l a t i o n 
(a) Formulating r e g u l a t i o n s and l e g i s l a t i o n s aiming at the 
c r e a t i o n o f a.n Arab Customs Union and i n t r o d u c i n g 
amendments when deemed necessary. 
(b) Coordinating f o r e i g n trade p o l i c i e s w i t h a view t o 
ensuring the c o o r d i n a t i o n o f the region's economy 
v i s - a - v i s world economy and the attainment o f the 
o b j e c t i v e s o f economic u n i t y s p e c i f i e d i n t h i s Agree-
ment. The conclusion of trade agreements and of 
payments agreements w i t h other c o u n t r i e s s h a l l be 
subject to the approval o f the Council o f Arab Economic 
U n i t y . 
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(c) Coordinating economic development and f o r m u l a t i n g 
programmes f o r the attainment o f m u l t i l a t e r a l economic 
development p r o j e c t s . 
(d) Coordinating p o l i c i e s f o r a g r i c u l t u r e , i n d u s t r y , and 
i n t e r n a l t r a d e . 
(e) Harmonising f i n a n c i a l and monetary p o l i c i e s w i t h the 
purpose o f st a n d a r d i s i n g currency. 
( f ) Working out common r e g u l a t i o n s f o r t r a n s p o r t and 
t r a n s i t i n the c o n t r a c t i n g countries and co o r d i n a t i n g 
the r e l e v a n t p o l i c i e s . 
(g) D r a f t i n g common l e g i s l a t i o n s on labour and s o c i a l 
s e c u r i t y , and amendments t h e r e t o * 
(h) Coordinating l e g i s l a t i o n s f o r taxes and d u t i e s . 
( i ) Formulating a l l other l e g i s l a t i o n s p e r t a i n i n g to 
matters s t i p u l a t e d i n the Agreement and i t s p r o t o c o l s , 
deemed necessary f o r i t s r e a l i s a t i o n and implementation. 
( j ) Submit a budget f o r the Council and i t s a f f i l i a t e s and 
o b t a i n approval t h e r e o f . 
A r t i c l e 1 0 
Outlays o f the Council and i t s a f f i l i a t e d organs s h a l l 
be covered by app r o p r i a t i o n s from common revenues. Pending 
the r e a l i s a t i o n of such revenues the governments s h a l l p a r t i -
cipate to these expenditures according t o quotas to be f i x e d 
by the Council. 
A r t i c l e 1 1 
The Council's common revenues s h a l l be apportioned 
among the governments o f the c o n t r a c t i n g countries by mutual 
agreement on the basis of a study to be conducted by the 
Council p r i o r t o the implementation o f the Customs Union* 
A r t i c l e 1 2 
The Council s h a l l exercise i t s powers under t h i s 
Agreement and i t s p r o t o c o l s i n accordance w i t h r e s o l u t i o n s 
to be passed therefrom and to be executed by the member 
countries i n accordance w i t h t h e i r c o n s t i t u t i o n a l r u l e s . 
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A r t i c l e 1 3 
The governments o f the c o n t r a c t i n g countries s h a l l 
pledge not to promulgate any laws, r e g u l a t i o n s or a d m i n i s t r a t i v e 
decisions c o n t r a d i c t o r y to the Agreement o r i t s p r o t o c o l s 0 
Chapter I I I 
T r a n s i t i o n a l Provisions 
A r t i c l e 1 4 
l o The implementation o f t h i s Agreement i s t o take place i n 
successive stages and i n the shortest possible t i m e s 
2 0 The Council s h a l l upon i t s formation draw up a p r a c t i c a l plan f o r the stages o f implementation and specify the 
l e g i s l a t i v e , a d m i n i s t r a t i v e and t e c h n i c a l procedures 
necessary f o r each stage t a k i n g i n t o c o n s i d e r a t i o n the 
p r o t o c o l concerning the steps conducive to the r e a l i s a t i o n 
o f Arab economic u n i t y which i s attached to the Agreement 
and c o n s t i t u t i n g an i n t e g r a l part t h e r e o f 0 
3 . The Council, on e x e r c i s i n g i t s f u n c t i o n s s p e c i f i e d i n t h i s 
Agreement, s h a l l take i n t o account c e r t a i n circumstances 
prevalent i n some o f the c o n t r a c t i n g c o u n t r i e s without 
prejudice to the o b j e c t i v e s of the Arab economic unity« 
4 o The Council, together w i t h the c o n t r a c t i n g p a r t i e s , s h a l l 
c a r r y out the procedures s p e c i f i e d i n paragraph ( 2 ) o f 
t h i s a r t i c l e according to t h i s Agreement's provision,. 
A r t i c l e 1 5 
Any two or more o f the c o n t r a c t i n g countries may conclude 
economic agreements w i t h a view to r e a l i s i n g under wider u n i t y 
than t h a t provided f o r under t h i s Agreement-
Chapter IV 
R a t i f i c a t i o n , , Accession, and Withdrawal 
A r t i c l e 1 6 
This Agreement s h a l l be r a t i f i e d by states signatory 
thereto i n conformity w i t h the i r r e s p e c t i v e c o n s t i t u t i o n a l 
requirements w i t h i n the shor t e s t time possible„ The i n s t r u = 
ments o f r a t i f i c a t i o n s h a l l be deposited w i t h the General 
S e c r e t a r i a t o f the Arab League which s h a l l i n t u r n prepare 
the minutes t h e r e o f and n o t i f y the other c o n t r a c t i n g countries 
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A r t i c l e 17 
The Arab League member st a t e s non-signatory to t h i s 
Agreement may accede there t o by n o t i f i c a t i o n to be submitted 
to the Secretary General o f the Arab league who s h a l l give a 
no t i c e thereof to the other s t a t e s signatory to the Agreement„ 
A r t i c l e 18 
Arab States non-members o f the Arab League may accede 
to t h i s Agreement subject to the approval o f the c o n t r a c t i n g 
c o u n t r i e s by n o t i f i c a t i o n to be sent to the Arab League Secretary 
General and a no t i c e t h e r e o f . s h a l l consequently be t r a n s m i t t e d 
to the c o n t r a c t i n g states seeking t h e i r approval„ 
A r t i c l e 19 
Any o f the c o n t r a c t i n g countries may withdraw from 
t h i s Agreement f i v e years a f t e r the e x p i r y o f the t r a n s i t o r y 
p e r i o d o The withdrawal s h a l l be e f f e c t i v e one year from the 
date o f a p p l i c a t i o n f o r withdrawal submitted to the General 
S e c r e t a r i a t o f the League of Arab States» 
A r t i c l e 2 0 
This Agreement s h a l l come i n t o force three months a f t e r 
the deposit of the r a t i f i c a t i o n instruments by three o f the 
signatory c o u n t r i e s and s h a l l be operative i n each o f the 
other countries one month a f t e r i t s instrument o f r a t i f i c a t i o n 
or accession i s deposited. 
I n witness thereof the accredited r e p r e s e n t a t i v e s 
mentioned below put t h e i r signatures on beha l f , and i n the 
name9 o f t h e i r governments. 
This Agreement i s made i n Arabic at Oairo on Monday 
the f i f t h day o f Quidea, the year 1376 of the H i j r a (3rd June 
1957) i n a sin g l e o r i g i n a l t o be deposited w i t h the General 
S e c r e t a r i a t o f the Arab League, and an authentic copy s h a l l 
be t r a n s m i t t e d to each state s i g n a t o r y to t h i s Agreement on 
acceding t h e r e t o 0 
FIRST PROTOCOL ON BILATERAL ECONOMIC 
AGREEMENTS WITH COUNTRIES NON-PARTIES TO THIS AGREEMENT 
With reference to paragraph ( 4 ) o f A r t i c l e 2 , and 
item ( 2 ) sub-paragraph (b) o f A r t i c l e 9 concerning i n s t i t u t i o n a l 
and l e g a l aspects o f the Agreement o f Arab Economic Unit y 
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concluded among the Arab League signatory countries on 
Wednesday 3rd of Moharem 1382 (the 6th o f June 1962), the 
cou n t r a c t i n g c o u n t r i e s have agreed t h a t the pr o v i s i o n s o f 
t h i s Agreement s h a l l not prejudice the r i g h t o f any cont r a -
c t i n g country to conclude economic b i l a t e r a l agreements f o r 
e x t r a o r d i n a r y p o l i t i c a l or defensive purposes w i t h outside 
p a r t i e s without p r e j u d i c e to the o b j e c t i v e s o f t h i s Agreement 
SECOND PROTOCOL ON THE NECESSARY STEPS FOR THE 
ATTAINMENT OF ARAB ECONOMIC UNITY 
In accordance w i t h the f i r s t paragraph o f A r t i c l e 4 
of the Agreement o f Arab Economic Unity which s t i p u l a t e s the 
execution o f t h i s Agreement i n (successive) stages i n the 
shor t e s t time possibles the c o n t r a c t i n g c o u n t r i e s agreed? 
1. The Council o f Arab Economic Unity s t i p u l a t e d under A r t i l c e 3 
of the Agreement s h a l l be established i n the course o f 
the period s p e c i f i e d i n A r t i c l e 8 o f the Agreement<> 
2. The Council s h a l l undertake i n the course o f an i n i t i a l 
period not exceeding f i v e years the study o f the necessary 
steps f o r c o o r d i n a t i n g the economic, f i n a n c i a l , and s o c i a l 
p o l i c i e s and the attainment o f the f o l l o w i n g o b j e c t i v e s ; 
(a) Freedom o f movement o f persons, o f work, employment, 
residence, ownership, making one's w i l l and inheritance„ 
(b) Giving u n r e s t r i c t e d and non-discriminatory freedom to 
the movement o f t r a n s i t goods i r r e s p e c t i v e o f the means 
of t r a n s p o r t as regards i t s type o r n a t i o n a l i t y , . 
(c) F a c i l i t a t e the exchange o f Arab goods and products. 
(d) Freedom o f e x e r c i s i n g economic a c t i v i t i e s w i t hout 
hampering the i n t e r e s t s o f some o f the c o n t r a c t i n g 
states at t h i s stage„ 
(e) Freedom of using ports and c i v i l a i r p o r t s i n a manner 
ensuring i t s a c t i v a t i o n and development<> 
The Council may recommend to the governments o f the contra-
c t i n g c o u n t r i e s t o extend t h i s stage f o r a period not 
exceeding f i v e years when deemed necessary,, 
3. The Council s h a l l study the necessary steps t o be taken 
f o r the achievement of a l l o b j e c t i v e s o f economic u n i t y 
i n conformity w i t h the s p e c i f i e d stages and submit i t s 
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proposals i n t h i s respect to the governments o f the 
c o n t r a c t i n g p a r t i e s to be approved according to t h e i r 
respective c o n s t i t u t i o n a l requirements 0 
4 o Two p a r t i e s o r more may agree on t e r m i n a t i n g the prepara-
t o r y or any o f the other stages and move d i r e c t l y to 
f u l l - f l e d g e d economic u n i t y 0 
Source s The above t e x t i s an ed i t e d v e r s i o n of a t r a n s l a t i o n 
published i n UNCTAD, Economic Cooperation and I n t e g r a t i o n 
o f the P r i n c i p a l Legal Documents, V o l 0 V (Arab S t a t e s ) , 
TD/B/609 Add. 1, 24 August 1976, pp. 8-14. 
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APPENDIX "B" 
AGREEMENT ESTABLISHING THE ABAB FUND FOR 
ECONOMIC AND SOCIAL DEVELOPMENT 
The Governments ofs The Hashemite Kingdom o f Jordan; 
The Republic o f Tunisia; the . A l g e r i a n Democratic and People's 
Republic; The Democratic Republic of Sudan; The Republic o f 
I r a q ; The Kingdom o f Saudi Arabia; The SyrianArab Republic; 
The State o f Kuwait; The Libyan Arab Republic; The Arab 
Republic o f Egypt? The Yemen Arab Republic; The Republic o f 
Lebanon; The Kingdom o f Morocco; The People's Democratic 
Republic o f Yemen; The State of the United Arab Emirates; 
The State o f Bahrain; The State o f Qatar, 
Desirous o f b u i l d i n g the Arab economy on a strong 
foundation t h a t w i l l enable i t to meet the requirements o f 
economic and s o c i a l development i n t h e i r c o u n t r i e s , and i n 
order to achieve the aims o f the Pact o f the League o f Arab 
States, 
Have approved the t e x t of t h i s Agreement as adopted 
by the Arab Economic Council i n i t s r e s o l u t i o n Number 345 at 
i t s meeting held on Thursday, 18th Safar, 1388 H o , (16 May 1968)-
A r t i c l e 1 
There s h a l l be esta b l i s h e d an Arab r e g i o n a l f i n a n c i a l 
o r g a n i s a t i o n , enjoying an independent j u r i d i c a l p e r s o n a l i t y , 
c a l l e d the "Arab Fund f o r Economic and So c i a l Development", 
and having i t s Head O f f i c e i n the C i t y o f Kuwaito The Fund 
may, by a d e c i s i o n o f the Board o f Governors as provided f o r 
i n A r t i c l e 19, e s t a b l i s h branches and agencies i n any country. 
PART ONE 
Purpose o f the Fund 
A r t i c l e 2 
The Fund s h a l l p a r t i c i p a t e i n the f i n a n c i n g o f economic 
and s o c i a l development p r o j e c t s i n the Arab States and co u n t r i e s 
by; 
1 0 Financing economic p r o j e c t s of an investment character by 
means o f loans granted on easy terms to Governments, and 
to p u b l i c or p r i v a t e o r g a n i s a t i o n s and i n s t i t u t i o n s , 
g i v i n g preference to economic p r o j e c t s t h a t are v i t a l to 
the Arab e n t i t y and to j o i n t Arab p r o j e c t s 0 
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2 0 Encouraging, d i r e c t l y or i n d i r e c t l y , the investment o f p u b l i c and p r i v a t e c a p i t a l i n such a manner as t o ensure 
the development and growth o f the Arab economy. 
3 o Providing t e c h n i c a l e x p e r t i s e and assistance i n the various 
f i e l d s of economic environment<> 
PART TWO 
Membership and C a p i t a l 
A r t i c l e 3 
Members o f the Fund s h a l l be; 
1. Member States o f the league of Arab States and other Arab 
co u n t r i e s having subscribed t o the c a p i t a l of the Fund 
before 1 J u l y 1968 c These s h a l l be considered as founding membe rs„ 
2 0 Any other Arab States or countries whose accession t o the 
Agreement s h a l l be approved by the Board of Governors„ 
A r t i c l e 4 
The Board o f Governors of the Fund may decide to 
accept the p a r t i c i p a t i o n o f p u b l i c and p r i v a t e Arab f i n a n c i a l 
i n s t i t u t i o n s and organisations i n the Arab States and c o u n t r i e s 
i n the c a p i t a l o f the Fundo 
A r t i c l e 5 
1. The c a p i t a l o f t h i s Fund s h a l l be One Hundred M i l l i o n 
K u w a i t i Dinars (One K u w a i t i Dinar being equal to 2.48828 
grams of gold) t h a t are c o n v e r t i b l e i n c o n v e r t i b l e 
currencieso 
2 0 The c a p i t a l s h a l l be d i v i d e d i n t o ten thousand shares 
having a value of Ten Thousand Kuwaiti Dinars eacho 
3 o Upon s i g n i n g t h i s Agreement, the founding members s h a l l 
subscribe shares of the c a p i t a l of the Fund i n accordance 
w i t h the f o l l o w i n g schedules 
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State Number of shares 
The Hashemite Kingdom of Jordan 2 0 0 
The Republic o f Tunisia 50 
The A l g e r i a n Democratic and People's Republic 400 
The Democratic Republic o f the Sudan 1 5 0 
The Republic o f I r a q 7 5 0 
The Kingdom of Saudi Arabia 1880 
The Syrian Arab Republic 3 0 0 
The Libyan Arab Republic 1 2 0 0 
The Arab Republic o f Egypt 1 0 5 0 
The Yemen Arab Republic 5 0 
The State o f Kuwait 3 0 0 0 
The Republic o f Lebanon 1 0 0 
The Kingdom o f Morocco 2 0 0 
The People's Democratic Republic o f Yemen 1 
The State o f the United Arab Emirates 500 
The State o f Bahrain 50 
The State o f Qatar 1 0 0 
A r t i c l e 6 
Increase of C a p i t a l 
The c a p i t a l o f the Fund may be increased on the 
f o l l o w i n g conditions % 
1 0 The approval by an absolute m a j o r i t y o f the votes cast i n the case of i s s u i n g new shares f o r a l l o c a t i o n to an Arab 
country wishing t o j o i n t the Fund* 
2 „ The approval by a t h r e e - f o u r t h m a j o r i t y o f the votes cast 
i n a l l other cases, 
3 » I n case an increase i s decided upon pursuant to the 
preceding paragraph, every member may subscribe t h e r e t o 
i n the p r o p o r t i o n which i t s shares bear to the c a p i t a l 
and under such c o n d i t i o n s as the Board o f Governors may 
decides This p r o p o r t i o n may be increased o r reduced, 
subject to the approval o f an absolute m a j o r i t y o f 
the votes caste 
4. Only members of the Fund and i n s t i t u t i o n s and organisations 
provided f o r i n A r t i c l e 4 hereof, can subscribe f o r shares 
i n an increase of capital„ 
A r t i c l e 7 
S u b s c r i p t i o n 
1 . Each founding member s h a l l subscribe shares i n accordance 
w i t h the schedule set f o r t h i n paragraph 3 o f A r t i c l e 5 . 
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The Board o f Governors s h a l l determine ths share to be 
subscribed by other members i n the manner provided f o r 
i n paragraph 1 o f A r t i c l e 6. 
2. Shares s h a l l be issued at t h e i r nominal value. 
3. The members s h a l l pay 10 per cent o f the value of the shares 
f o r which i t has subscribed upon d e p o s i t i n g the instruments 
of r a t i f i c a t i o n o f t h i s Agreement. The members s h a l l deposit 
such amount i n the Fund's name w i t h the M i n i s t r y of Finance 
of the State o f Kuwait, which s h a l l i n v e s t i t under Govern~ 
ment guarantee and r e t u r n i t together w i t h the p r o f i t s 
accruing therefrom to the body t h a t the Board of Governors 
o f the Fund s h a l l designate at i t s f i r s t meeting. 
4. I n a d d i t i o n t o the s t i p u l a t i o n s i n Paragraph 3? the members 
s h a l l pay 10 per cent o f the value o f the shares f o r which 
i t has subscribed, upon t h i s Agreement coming i n t o f o r c e , 
pursuant to A r t i c l e 40 hereof. 
5. The remaining c a p i t a l s h a l l be paid up i n ten equal annual 
instalments, the f i r s t o f which s h a l l f a l l due one year 
a f t e r the Fund s h a l l commence i t s operations. 
6 0 I n case o f accession o f an Arab st a t e o r country to t h i s Agreement a f t e r i t s coming i n t o f o r c e , the new member s h a l l 
pay on the share p o r t i o n a l l o t t e d t o i t , an amount pro-
p o r t i o n a t e l y equal t o t h a t paid by e x i s t i n g members on 
t h e i r shares. 
A r t i c l e 8 
1. No member s h a l l be deemed l i a b l e , by v i r t u e o f i t s 
membership, f o r the Fund's o b l i g a t i o n s beyond the l i m i t s 
set out i n t h i s Agreement. 
2. Every member: s h a l l remain l i a b l e f o r the unpaid p o r t i o n 
o f i t s shares. 
3. The p r o v i s i o n s o f Paragraphs 1 and 2 o f t h i s A r t i c l e s h a l l 
apply to the or g a n i s a t i o n s and i n s t i t u t i o n s provided f o r 
i n A r t i c l e 4. 
A r t i c l e 9 
Disposal of Shares 
Shares i n the Fund may not be disposed o f i n any 
manner whatsover, nor may t h e i r t i t l e be t r a n s f e r r e d , except 
to the Fund. 
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A r t i c l e 10 
Resources of the Fund 
lo The Fund's resources s h a l l consist o f the c a p i t a l subscribed 
the reserves, and the loans r a i s e d by the Fund through the 
i s s u i n g o f bonds or the o b t a i n i n g o f c r e d i t s from p u b l i c 
and p r i v a t e Arab i n s t i t u t i o n s or from i n d i v i d u a l s or i n t e r -
n a t i o n a l i n s t i t u t i o n s o 
2„ The Fund s h a l l determine the conditions r e l a t i n g to bonds 
issue o 
3. The value o f the bonds issued by the Fund may n o t , a t any 
time, exceed twice the amount o f the c a p i t a l , unless by 
sp e c i a l r e s o l u t i o n of the Fund's Board of Governors t o 
be adopted by a t w o - t h i r d m a j o r i t y v o t e s 0 
PART THREE 
Functions o f the Fund 
A r t i c l e 11 
Operations of the Fund 
The Fund s h a l l , i n p a r t i c u l a r , c a r r y out the f o l l o w i n g 
operations: 
Is Borrow funds from i n t e r n a l and f o r e i g n markets and determine 
the guarantee necessary therefore 
2 e Guarantee the s e c u r i t i e s r e l a t i n g to the p r o j e c t s wherein the Fund has invested i t s resources i n order to f a c i l i t a t e 
t h e i r s a l e , 
3a Buy and s e l l the s e c u r i t i e s issued or guaranteed by i t or 
wherein i t has invested i t s resources. 
4. Invest surplus resources, i t s savings and pension funds and 
the l i k e , i n f i r s t class s e c u r i t i e s . 
5« Carry out any other operation connected w i t h the purposes o f 
the Fund as provided f o r i n A r t i c l e 2. 
A r t i c l e 12 
Guarantees 
1. A l l lending operations undertaken by the Fund i n favour o f 
a p u b l i c o r p r i v a t e o r g a n i s a t i o n or i n s t i t u t i o n s h a l l be 
guaranteed by the Government o f the State or the country 
where the p r o j e c t i s c a r r i e d o u t . 
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2. The Fund i s e n t i t l e d , when f i n a n c i n g a non-govemmental 
p r o j e c t , to ask f o r s p e c i a l guarantees i n a d d i t i o n to 
the governmental guarantees s t i p u l a t e d i n Paragraph 1 of 
t h i s A r t i c l e . 
A r t i c l e 13 
L i m i t a t i o n s on Financing 
1. The Fund s h a l l not finance a p r o j e c t i n the t e r r i t o r y o f 
any member without the permission o f the government concerned 
2. The Fund s h a l l s t i p u l a t e t h a t the proceeds o f the loan be 
used f o r the purpose f o r which the loan was granted. 
3* The Fund s h a l l not share i n the management o f any p r o j e c t 
wherein i t has invested i t s resources. 
4. The Fund s h a l l carry out i t s f i n a n c i n g operations on the 
terms i t s h a l l deem a p p r o p r i a t e , t a k i n g i n t o c o n s i d e r a t i o n 
the requirements and r i s k s o f the p r o j e c t . 
5. The Fund s h a l l a s c e r t a i n , through i t s t e c h n i c a l experts, 
the v i a b i l i t y o f any p r o j e c t before f i n a n c i n g i t . 
6. The Fund s h a l l s t r i v e f o r the continuous investment of i t s 
resources on s a t i s f a c t o r y terms. 
7. The Fund may r a i s e loans i n any member country t o finance 
a p r o j e c t a f t e r o b t a i n i n g the permission o f the government 
of t h a t country. I n case the p r o j e c t i s t o be c a r r i e d out 
i n the country of another member, the member i n whose country 
the loan i s ra i s e d s h a l l undertake t o t r a n s f e r the proceeds 
of the loan t o the country where the p r o j e c t i s t o be c a r r i e d 
o u t , a t the Fund's request. 
A r t i c l e 14 
Currencies i n Which Loans are Granted 
The Fund s h a l l pay the borrower the amount o f the 
loan i n the currency agreed upon by the two p a r t i e s and as 
required f o r the execution o f the p r o j e c t . 
A r t i c l e 15 
Conversion o f Currencies 
The Fund s h a l l be e n t i t l e d to convert the currencies 
at i t s d i s p o s a l i n t o any currency deemed best s u i t e d f o r i t s 
purposes. 
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A r t i c l e 16 
Repayment of Loans 
Contracts r e l a t i n g to the loans granted by the Fund 
s h a l l provide f o r the methods of repayment of such loans as 
f o l l o w s s 
lo The Fund s h a l l determine the cost o f the loans granted by 
i t , the commission, the methods of discharge of the debt, 
the dates of maturity, the payment, and the conditions 
r e l a t i n g t h e r e t o 0 
2 0 The loan c o n t r a c t s s h a l l s t i p u l a t e the currency i n which payments due s h a l l be made 0 The Fund s h a l l endeavour, as f a r as p o s s i b l e , to recover i t s loans i n the currency i n 
which they were c o n t r a c t e d 0 The borrower may, however, repay the loan i n another currency s u b j e c t to the approval 
of the Fundo 
3 o The Fund may modify the terms of the loan c o n t r a c t a t the 
borrower's request, but without p r e j u d i c e to the i n t e r e s t 
of the Fund or other members and s u b j e c t to the approval 
of the guaranteeing government 0 
4 o The Fund may modify the conditions of repayment of the 
l o a n 0 
A r t i c l e 17 
P r o h i b i t i o n o f P o l i t i c a l A c t i v i t y 
The £*und and the o f f i c e r s i n charge of i t s management 
s h a l l not i n t e r f e r e i n p o l i t i c a l a f f a i r s o Economic and s o c i a l 
c o n s i d e r a t i o n s s h a l l be the only r e l e v a n t f a c t o r s i n the 
making of d e c i s i o n s e 
PART FOUR 
Organisation and Management 
A r t i c l e 18 
S t r u c t u r e of the Fund 
The Fund s h a l l be composed of the Board of Governors, 
the D i r e c t o r - G e n e r a l Chairman of the Board of D i r e c t o r s , the 
Board of D i r e c t o r s , the Loan Committees, and the s t a f f 
n e c essary to perform the d u t i e s determined by the a d m i n i s t r a t i o n 
of the Fundo 
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A r t i c l e 19 
Board of Governors 
lo The Board of Governors s h a l l c o n s i s t of a Governor and 
an A l t e r n a t e Governors appointed by each member of the 
Fund f o r a period of f i v e y e a r s , u n l e s s the member co n s i d e r s 
the replacement of e i t h e r of them during the s a i d period? 
they may be reappointed * The Board s h a l l e l e c t every year 
one of the Governors as i t s Chairman 0 
2o The Board of Governors s h a l l be considered as the General 
Assembly of the Fund, and s h a l l have a l l powers. I t may 
delegate to the Board of D i r e c t o r s any of i t s powers, 
except the power tos 
a) Admit new memberso 
b) Increase the c a p i t a l * 
c) Suspend a member<> 
d) S e t t l e d i s p u tes over the i n t e r p r e t a t i o n of the 
p r o v i s i o n s of t h i s Agreement <> 
(e) Conclude agreements f o r the purpose of cooperation 
with other i n t e r n a t i o n a l organisations„ 
( f ) Terminate the operations of the Fund and l i q u i d a t e 
i t s assets,, 
(g) Determine the d i s t r i b u t i o n of the net income of 
the Fund. 
3 o The Board of Governors s h a l l meet once a y e a r at l e a s t o 
I t s h a l l a l s o meet whenever so requested by any three 
of i t s members having one quarter of the t o t a l v o t i n g 
powerj or by the Board of Directors,, 
4 S The meeting of the Board s h a l l be v a l i d provided a quorum . i s present r e p r e s e n t i n g no l e s s than two-thirds of the 
t o t a l v o t i n g powero 
5 o The Board of Governors may e s t a b l i s h the n c e s s a r y procedures 
whereby the Board of D i r e c t o r s may obtain the approval of 
the members of the Board of Governors on a s p e c i f i c 
question without c a l l i n g a meeting of the latter» 
6 0 The Board of Governors and the Board of D i r e c t o r s , each w i t h i n i t s province, may l a y down such r u l e s , i n s t r u c t i o n s 
and r e g u l a t i o n s as may be necessary to conduct the b u s i n e s s 
of the Funds, 
7 o The Governors and t h e i r A l t e r n a t e s s h a l l c a r r y out t h e i r 
d u t i e s as members of the Board of Governors without 
remuneration 0 The Fund, however, s h a l l pay them appropriate expenses i n c u r r e d i n attending meetings. 
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8 S The Board of Governors s h a l l determine the remuneration to be paid to the members of the Board of D i r e c t o r s and 
t h e i r A l t e r n a t e s , as w e l l as the s a l a r y and terms of the 
c o n t r a c t of s e r v i c e o f the D i r e c t o r - G e n e r a l Chairman of 
the Board of Directors« 
A r t i c l e 20 
Voting 
l o For v o t i n g purposes a t meetings of the Board of Governors, 
each member s h a l l have two hundred v o t e s , r e g a r d l e s s of 
the number of shares i t may h o l d s plus one a d d i t i o n a l vote f o r each share h e l d o 
2 e Except as otherwise provided, a l l matters before the Board s h a l l be decided by an absolute m a j o r i t y of votes„ 
A r t i c l e 21 
D i r e c t o r - G e n e r a l Chairman o f the Board of D i r e c t o r s 
and! S t a f f 
l e The Board of Governors s h a l l appoint a D i r e c t o r - G e n e r a l to the Fund who i s not a Governor or h i s A l t e r n a t e , nor 
a D i r e c t o r or h i s Alternate„ I n case of a temporary absence 
of the D i r e c t o r - G e n e r a l ? the Board of Governors s h a l l appoint a replacement f o r him to a c t on h i s beh a l f during h i s absence„ 
2. The D i r e c t o r - G e n e r a l s h a l l preside a t the meetings of the 
Board of Directors» He s h a l l have no vote, save i n the 
event of an equal d i v i s i o n , i n which case he s h a l l have a 
c a s t i n g vote. He may be c a l l e d to attend the meetings of 
the Board of Governors and take part i n i t s d i s c u s s i o n s , 
but s h a l l not vote a t such meetings. 
3. The D i r e c t o r - G e n e r a l s h a l l be the head of the s t a f f of the 
Fund and s h a l l be r e s p o n s i b l e f o r conducting a l l business 
under the s u p e r v i s i o n of the Board of D i r e c t o r s . He s h a l l 
apply t e c h n i c a l and a d m i n i s t r a t i v e r e g u l a t i o n s w i t h i n the 
Fund, and have the r i g h t to appoint and d i s m i s s experts 
and s t a f f i n accordance with the r e g u l a t i o n s of the Fundo 
4 o The D i r e c t o r - G e n e r a l and s t a f f owe t h e i r duty to the Fund. 
I n the course of the conduct of b u s i n e s s , they must not 
allow themselves to be infl u e n c e d by any c o n s i d e r a t i o n s 
other than the i n t e r e s t of the Fund, and they s h a l l remain 
i m p a r t i a l i n the discharge of t h e i r d u t i e s . 
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5 e I n appointing the s t a f f ? the D i r e c t o r - G e n e r a l s h a l l pay 
due regard t h a t p o s i t i o n s be d i s t r i b u t e d to the extent 
p o s s i b l e amongst n a t i o n a l s of the Arab s t a t e s and c o u n t r i e s 
members of the Fund, provided t h a t there s h a l l be no 
departure from the p r i n c i p l e of s e c u r i n g the required 
e f f i c i e n c y and expertises, 
A r t i c l e 22 
Board of D i r e c t o r s 
lo The Board of D i r e c t o r s s h a l l be charged with a l l the 
a c t i v i t i e s of the Fund i n a general manner, and s h a l l 
e x e r c i s e the powers delegated to i t by the Board of 
Governors 8 
2 0 The Board of D i r e c t o r s s h a l l be composed of four f u l l - t i m e D i r e c t o r s e l e c t e d by the Board of Governors from among 
Arab c i t i z e n s of recognised experience and competences 
They s h a l l be e l e c t e d f o r a term of two y e a r s renewableo 
3 o Members of the Board of D i r e c t o r s s h a l l be e l e c t e d as 
f o l l o w s e 
(a) Each Governor s h a l l nominate as candidates one 
D i r e c t o r and one A l t e r n a t e D i r e c t o r 0 
(b) The Board of Governors s h a l l e l e c t from among 
the candidates four D i r e c t o r s and four A l t e r n a t e 
D i r e c t o r s , by a m a j o r i t y of v o t e s 0 
( c ) Each Governor s h a l l delegate to one of the 
e l e c t e d D i r e c t o r s the number of votes he r e p r e s e n t s 
i n the Board of Governors 0 
4 o The A l t e r n a t e D i r e c t o r s s h a l l a s s i s t the D i r e c t o r s i n t h e i r 
work and s h a l l attend the meetings of the Board of D i r e c t o r s e An A l t e r n a t e D i r e c t o r s h a l l have the r i g h t to vote i n 
the absence of the D i r e c t o r f o r whom he i s a c t i n g 0 
5 o The D i r e c t o r s and t h e i r A l t e r n a t e s s h a l l continue i n o f f i c e 
u n t i l t h e i r s u c c e s s o r s are appointed 0 I f the o f f i c e of one of them becomes vacant f o r a maximum period of n i n e t y 
days the Governors whose votes were represented by the 
former D i r e c t o r s h a l l s e l e c t a s u c c e s s o r f o r the remainder 
of the term, provided t h a t such s e l e c t i o n i s approved by 
the Board of Governorso The su c c e s s o r s h a l l be i n the 
same p o s i t i o n as h i s predecessor with r e s p e c t to the number 
of votes which he represents*, 
6 S Meetings of the Board of D i r e c t o r s s h a l l be v a l i d provided 
a quorum of two-thirds of the t o t a l v o t e s i s presento 
7 o Reaolutions of the Board of D i r e c t o r s s h a l l be adopted by 
an absolute m a j o r i t y of the votes c a s t u n l e s s otherwise 
provided 0 
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A r t i c l e 23 
Loan Committees 
lo Loan committees s h a l l be formed to submit the necessary-
r e p o r t s on the p r o j e c t s and the adequacy of the loans 
requested therefor,, 
2 0 Each committee s h a l l include an expert s e l e c t e d by the Governor r e p r e s e n t i n g the member i n whose t e r r i t o r y the 
p r o j e c t i s l o c a t e d 9 and one or more members of the t e c h n i c a l s t a f f of the Fund appointed by the Chairman of 
the Board of D i r e c t o r s 0 
A r t i c l e 24 
Reports and Statements 
The SHind s h a l l i s s u e an annual general r e p o r t on i t s 
f i n a n c i a l position,, I t may a l s o i s s u e a report on i t s 
a c t i v i t i e s with r e s p e c t to the v a r i o u s p r o j e c t s as w e l l as 
any other r e p o r t s on the c a r r y i n g out of i t s purposeso Such 
r e p o r t s and statements s h a l l be d i s t r i b u t e d to a l l members. 
A r t i c l e 25 
A l l o c a t i o n of Net Income 
A 10 per cent part of the annual net income of the 
Fund s h a l l be a l l o c a t e d to the General Reserve 0 The Board of Governors may decide to a l l o c a t e an a d d i t i o n a l amount to form 
a supplementary r e s e r v e . The balance s h a l l be d i s t r i b u t e d to 
members i n proportion to the number of shares held by them 0 
PART FIVE 
Withdrawal ° Suspension of Membership 
Suspension of Operation 
A r t i c l e 26 
Withdrawal of Members 
No member s h a l l have the r i g h t to withdraw from the 
Fund before the e x p i r y of f i v e y e a r s o f membership., Withdrawal 
s h a l l be by way of submitting a n o t i c e i n w r i t i n g to the Head 
O f f i c e of the Fund 9 e x p r e s s i n g the member's wish to withdraw. Withdrawal s h a l l become e f f e c t i v e on the date such n o t i c e i s 
r e c e i v e d . 
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A r t i c l e 27 
Suspension of Membership 
l o I f a member f a i l s t o f u l f i l l any o f i t s o b l i g a t i o n s t o the 
Fund 9 i t s membership may be suspended by d e c i s i o n o f a 
m a j o r i t y o f the Board o f Governors 0 The member so 
suspended s h a l l d e f i n i t i v e l y cease t o be a member one year 
from the date o f suspension unless another d e c i s i o n i s 
taken by a m a j o r i t y o f votes t o readmit the suspended 
member 0
2. While under suspension a member s h a l l not be e n t i t l e d to 
exercise any r i g h t s under t h i s Agreement, except the r i g h t 
o f withdrawalo 
A r t i c l e 28 
Rights and Obl i g a t i o n s o f Governments Ceasing to 
be Members 
1 0 When a Government ceases to be a member under the pr o v i s i o n s 
o f A r t i c l e s 26 and 27$ i t s h a l l remain l i a b l e f o r a l l i t s 
o b l i g a t i o n s to the Fund, so long as any p a r t o f the loans 
o r guarantees contracted before i t ceased t o be a member 
are outstanding5 but the former member s h a l l cease to i n c u r 
any l i a b i l i t i e s w i t h respect to new loans or guarantees 
entered i n t o by the Fund and s h a l l cease to share e i t h e r 
i n i t s income o r expenseso 
2» When a Government ceases to be a member, the Fund s h a l l 
purchase the shares o f such Government and s e t t l e i t s 
accounts., The purchase p r i c e of the shares s h a l l be the 
value shown by the books o f the Fund or the paid up val u e , 
whichever i s less<> 
3 o The payment f o r shares purchased by the Fund under the pre-
ceding paragraph s h a l l be governed by the f o l l o w i n g conditions? 
(a) The Fund s h a l l w i t h h o l d any amount due t o the 
Government f o r i t s shares so long as such Government 
or any p u b l i c o r p r i v a t e o r g a n i s a t i o n o r i n s t i t u t i o n 
i n i t s t e r r i t o r y remains l i a b l e to the Fundo The 
Fund s h a l l be e n t i t l e d to l a y hand on the amount 
withheld i n settlement o f outstanding loans and 
ob l i g a t i o n s o I n any event, no amount due to a 
member s h a l l be paid u n t i l a t l e a s t s i x months 
a f t e r the date upon which i t ceased to be a membero 
(b) The Fund may pay to the Government f o r i t s shares 
a p a r t o f the amount w i t h h e l d g i n p r o p o r t i o n to the r i g h t s recovered by the Fundo 
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(c) I f any l o s s i s sustained by the Fund as a r e s u l t 
o f the operations undertaken by i t under t h i s 
Agreement and i s s t i l l o utstanding on the date 
when the Government ceased t o be a members, a n d 
the amount o f loss exceeds the amount of the 
reserve provided to be set against such loss on 
the aforesaid date, then such Government s h a l l 
be l i a b l e to repay upon demand the amount by which 
the purchase p r i c e o f the said Government's shares 
by the Fund would have been reduced, i f the loss had 
been taken i n t o account when the purchase p r i c e 
was determinedo 
A r t i c l e 29 
Suspension o f the Operations o f the Fund and L i q u i d a t i o n 
o f i t s Assets 
l o I n an emergency the Board o f D i r e c t o r s may te m p o r a r i l y 
suspend operations i n respect o f loans, guarantees and 
p a r t i c i p a t i o n i n projectso I t s h a l l convene the Board 
o f Governors t o an e x t r a o r d i n a r y meeting t o consider the 
case and take a d e c i s i o n i n t h i s r e s p e c t 0 
2 0 The Fund may suspend permanently i t s operations by d e c i s i o n o f a m a j o r i t y of three-quarters o f the votes of the Board 
o f Governors 0 The Fund s h a l l , f o l l o w i n g such a d e c i s i o n , f o r t h w i t h cease a l l a c t i v i t i e s , except such operations and 
measures as are necessary to the r e a l i s a t i o n , conservation 
and p r e s e r v a t i o n o f i t s assets and p r o p e r t y c 
The Fund s h a l l continue to e x i s t , and a l l mutual r i g h t s and 
o b l i g a t i o n s between the ^ und and i t s members under t h i s 
Agreement s h a l l remain standing u n t i l the f i n a l settlement 
o f i t s o b l i g a t i o n s and d i s t r i b u t i o n o f i t s assets<, During 
t h i s time, no member may be suspended, nor may i t withdraw, 
and no assets may be d i s t r i b u t e d to members except under 
the p r o v i s i o n s o f Part Five o f t h i s Agreemento 
3o No d i s t r i b u t i o n o f the assets o f the Fund may be made u n t i l 
a l l c r e d i t o r s 0 c l a i m have been s e t t l e d o Such assets s h a l l 
be d i s t r i b u t e d p r o p o r t i o n a t e l y to the shares held by each 
member0 D i s t r i b u t i o n s h a l l be e f f e c t e d i n cash or o t h e r 
assets at such times and i n such currencies as the Fund 
s h a l l deem appropriate« 
4o Any member r e c e i v i n g assets d i s t r i b u t e d by the Fund i n 
accordance w i t h the p r o v i s i o n s o f Part Five s h a l l be 
subrogated to a l l the r i g h t s p e r t a i n i n g to such assets as 
the Fund enjoyed p r i o r to t h e i r d i s t r i b u t i o n , , 
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PART SIX 
Legal Status» TTmrrunities and P r i v i l e g e s 
A r t i c l e 30 
1« The Fund s h a l l possess j u r i d i c a l p e r s o n a l i t y and, i n 
p a r t i c u l a r s the capacity% 
a) t o c o n t r a c t | 
b) t o acquire immovable and movable property and t o 
dispose o f same % 
(c) t o i n s t i t u t e l e g a l proceedings., 
2<> Actions s h a l l be brought against the Fund i n the courts 
having competent j u r i s d i c t i o n i n the place where i t s Head 
O f f i c e i s s i t u a t e d 9 and may be brought against i t as w e l l 
i n the place where the dispute has a r i s e n i f the Fund has 
a branch o f f i c e or an agent authorised t o accept n o t i c e o f 
processo 
3o No ac t i o n s s h a l l be brought against the Fund by members or 
persons a c t i n g f o r or d e r i v i n g claims from members0 
4o A l l property and assets o f the Fund s h a l l , wherever located 
and by whomsoever held i n the member c o u n t r i e s , be immune 
from a l l forms o f p r o v i s i o n a l measures before the d e l i v e r y 
o f f i n a l judgement against the Fundo 
5o A l l property and assets o f the Fund s wherever located and by whomsoever held i n the member c o u n t r i e s , s h a l l be immune 
from search r e q u i s i t i o n , confiscations, e x p r o p r i a t i o n 9 or any s i m i l a r forms of compulsory measures by an executive 
or l e g i s l a t i v e a u t h o r i t y e 
6 o The papers 9 r e g i s t e r s and documents o f the Fund , wherever 
located and by whomsoever h e l d , s h a l l be i n v i o l a b l e Q 
A r t i c l e 31 
Freedom of Assets from R e s t r i c t i o n s 
A l l p roperty and assets o f the Fund, t o the extent 
necessary t o c a r r y out the operations provided f o r i n t h i s 
Agreement and subject to the p r o v i s i o n s o f t h i s Agreements 
s h a l l be f r e e from a l l r e s t r i c t i o n s , r e g u l a t i o n s , c o n t r o l s , 
and moratoria o f any kind,, 
A r t i c l e 32 
Communications o f the Fund s h a l l be accorded by each 
member the same treatment t h a t i t accords to the o f f i c i a l 
communications o f other memberse 
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A r t i c l e 3 3 
Immunity from Taxation i n Member Countries 
1. The Pund s i t s assets, p r o p e r t y , income, i t s operations and t r a n s a c t i o n s provided f o r i n t h i s Agreement? s h a l l be immune 
from a l l t a x a t i o n and from a l l customs d u t i e s • The Fund 
s h a l l also be immune from the o b l i g a t i o n o f c o l l e c t i o n o r 
payment o f any tax or d u t y e 
2 0 Shares o f the Fund s h a l l be immune from a l l taxes and d u t i e s when issued or c i r c u l a t e d • 
3o Bonds and s e c u r i t i e s issued by the Fund, as w e l l as dividends, 
i n t e r e s t and commissions thereon and the l i k e , by whomseover 
helds, s h a l l be immune from t a x a t i o n o f any k i n d 9 
Immunities and P r i v i l e g e s o f O f f i c e r s and Employees 
o f the Fund 
lo Governors and t h e i r A l t e r n a t e s , D i r e c t o r s and t h e i r A l t e r n a t e s 
o f f i c e r s and employees o f the Fund s h a l l enjoy the f o l l o w i n g s 
(a) Immunity from l e g a l process w i t h respect to acts 
performed by them i n t h e i r o f f i c i a l c a p a c i t y ! 
(b) Immunity from immigration r e s t r i c t i o n s , a l i e n 
r e g i s t r a t i o n requirements and exchange control? 
(c) T r a v e l l i n g f a c i l i t i e s ? 
(d) Immunity from t a x a t i o n regarding the s a l a r i e s 
o r reumunerations paid t o them by the Fund. 
2 e I n a d d i t i o n t o the p r i v i l e g e s and immunities accorded t o the Fund and i t s s t a f f under t h i s Agreement, the Board o f 
Governors may determine any o t h e r p r i v i l e g e s and immunities 
t h a t i t may deem, necessary f o r the achievement o f the 
purposes o f the Funds 
A r t i c l e 3 5 
Amendment o f Provisions o f the Agreement 
l e Any members, Governor, or D i r e c t o r s h a l l be e n t i t l e d t o propose amendments to t h i s Agreement, by communicating the 
amendment proposal t o the Chairman o f the Board o f Governors 
who s h a l l b r i n g the proposal before the Board a t the e a r l i e s t 
o p p o r t u n i t y , i f the proposal i s approved by the Board 9 the 
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Fund s h a l l seek the op i n i o n o f a l l members on same0 When 
th r e e - f o u r t h s o f the v o t i n g members have accepted the proposal, 
the Fund s h a l l c e r t i f y the amendment by formal communication 
addressed t o a l l memberso The amendment s h a l l be r e g i s t e r e d 
w i t h the S e c r e t a r i a t General /of the League o f Arab S t a t e s ^ 
2o Notwithstanding Paragraph 1 o f t h i s A r t i c l e , acceptance by 
a l l members i s req u i r e d i n the case o f any amendment modifying5 
(a) The r i g h t t o withdraw from the Fund provided i n 
A r t i c l e 2 6 hereof5 
(b) The l i m i t a t i o n o f the members" l i a b i l i t y i n 
respect o f the unpaid p o r t i o n o f t h e i r shares 
as provided i n A r t i c l e 8 hereof? 
(c) An increase o f the c a p i t a l as authorised under 
Paragraph 3 o f A r t i c l e 6 hereofo 
3 o Amendments s h a l l come i n t o force f o r a l l members three 
months a f t e r the date o f the formal communication issued 
by the Fund, unless a s h o r t e r period i s f i x e d by the Board 
o f Governorso 
PART SEVEN 
I n t e r p r e t a t i o n and A r b i t r a t i o n 
A r t i c l e 3 6 
l o I t s h a l l be w i t h i n the competence o f the Board o f Governors 
t o examine and s e t t l e a l l d i f f e r e n c e s a r i s i n g between any 
member and the Fund 9 or between the members themselves 
regarding the i n t e r p r e t a t i o n o f the p r o v i s i o n s o f t h i s 
Agreement. The de c i s i o n o f the Board s h a l l be f i n a l and 
bin d i n g o 
2o Any member may appeal against the decisions o f the Board 
o f D i r e c t o r s i n t e r p r e t i n g any o f the p r o v i s i o n s o f t h i s 
Agreement t o the Board o f Governors who s h a l l give a f i n a l 
and b i n d i n g d e c i s i o n on the matter i n di s p u t e o The Fund, 
pending the d e c i s i o n o f the Board o f Governors, may act 
on the basis o f the de c i s i o n o f the Board o f Directors„ 
A r t i c l e 3 7 
A r b i t r a t i o n 
Whenever a disagreement a r i s e s between the Fund and 
a State o r a country which has ceased to be a member, or between 
the Fund and a member du r i n g the f i n a l l i q u i d a t i o n o f the Fund, 
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any p a r t y may submit such disagreement t o a r b i t r a t i o n by a 
t r i b u n a l o f three a r b i t r a t o r s 9 one appointed by the Fund, another by the second p a r t y 9 and t i e t h i r d a r b i t r a t o r s h a l l be selected by the two a r b i t r a t o r s o 
I n ease the two a r b i t r a t o r s f a i l t o agree on the 
s e l e c t i o n o f the t h i r d a r b i t r a t o r , the Secretary General o f 
the League o f Arab States s h a l l s e l e c t one from among Arab 
j u r i s t s o The award o f the a r i b t r a t i o n t r i b u n a l s h a l l be f i n a l 
and bindingo 
PART EIGHT 
P i n a l Provisions 
A r t i l c e 38 
Every Government s h a l l become member o f t h i s Fund as 
o f the date on which i t s h a l l deposit w i t h the S e c r e t a r i a t 
General o f the League o f Arab States the instruments o f 
r a t i f i c a t i o n o r accession 0 
A r t i l c l e 39 
R a t i f i c a t i o n o Deposit and Accession 
l o This Agreement s h a l l be r a t i f i e d by the s i g n a t o r y Arab 
states and c o u n t r i e s , i n accordance w i t h t h e i r basic 
laws as e a r l y as p o s s i b l e 0 The instruments o f r a t i f i c a t i o n s h a l l be deposited w i t h the S e c r e t a r i a t General o f the League 
o f Arab States which s h a l l make a record o f the d e p o s i t i n g 
o f the instruments o f r a t i f i c a t i o n and to n o t i f y the Arab 
member s t a t e s and countries thereof© 
2 0 Arab s t a t e s and countries which have not signed t h i s Agreement may accede t h e r e t o , f o l l o w i n g the approval o f 
the Board o f Governors, by addressing a n o t i f i c a t i o n t o 
the Secretary General o f the League o f Arab States who 
s h a l l n o t i f y t h e i r accession t o the Arab s t a t e s and c o u n t r i e s , 
members o f the Fundo 
A r t i c l e 40 
This Agreement s h a l l come i n t o force one month a f t e r 
the deposit of the instruments o f r a t i f i c a t i o n by states whose 
t o t a l s u b s c r i p t i o n i s not le s s than 45 per cent o f the c a p i t a l 
stock provided f o r i n A r t i c l e 5 h e r e o f 0 
A r t i c l e 41 
The Secretary General o f the League o f Arab States 
s h a l l convene the f i r s t meeting o f the Board o f Governorso 
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I I WITNESS WHEREOFj the authorised delegates whose 
names appear below have signed t h i s Agreement on behalf and 
i n the name o f t h e i r Governments* 
Pone i n Cairo 9 on Thursday 9 18th Safar 1388 H e , 16 May 1968 9 i n a s i n g l e document i n Arabio to be kept w i t h the S e c r e t a r i a t General of the League o f Arab States„ A 
c e r t i f i e d t r u e copy s h a l l be handed to each s i g n a t o r y o r 
acceding s t a t e • 
Source % The above t e x t i s an e d i t e d v e r s i o n o f a t r a n s l a t i o n 
published i n UNCTAD, Economic Cooperation and I n t e g r a t i o n 
Among Developing Countriess Compilation o f the P r i n c i p a l 
Legal Documents. V o l e V (Arab States)„ TD/B/609 Add e 1. August 1976, pp 0 73=87• 
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